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DEPARTMENT  OF  THE  TREASURY 

Office  of  the  Secretary 

EFFECTS  OF  OIL  IMPORTS  ON  NATIONAL 
SECURITY 

Publication  of  Report  of  Investigation  To  De¬ 
termine  the  Effects  on  the  National  Security 

of  Oil  Imports 

Notice  is  hereby  given  pursuant  to 
section  232(d)  of  the  Trade  Expansion 
Act  of  1862,  as  amended,  19  U.S.C. 
1962,  and  31  CFR  9.9,  of  the  publica¬ 
tion  of  a  report  by  the  Secretary  of 
the  Treasury  to  the  President  of  an  in¬ 
vestigation  under  section  232(b)  of  the 
same  Act.  The  Secretary  of  the  Treas¬ 
ury  initiated  this  investigation  on 
March  15,  1978,  to  determine  the  ef¬ 
fects  on  the  national  security  of  im¬ 
ports  of  crude  oil,  crude  oil  derivatives 
and  products,  and  related  products  de¬ 
rived  from  natural  gas  and  coal  tar  (re¬ 
ferred  to  collectively  as  “oil”).  The 
report  to  the  President,  dated  March 
14.  1979.  states  that  oil  imports  are  en¬ 
tering  the  United  States  in  such  quan¬ 
tities  and  under  such  circumstances  as 
to  threaten  to  impair  the  national  se¬ 
curity.  Accordingly,  the  report  recom¬ 
mends  that  action  be  taken  to  reduce 
domestic  oil  consumption  and  increase 
domestic  production  of  oil  and  other 
sources  of  energy,  by  providing  appro¬ 
priate  incentives  and  eliminating  pro¬ 
grams  and  regulations  which  inhibit 
the  achievement  of  these  goals.  The 
report  notes  that  specific  recommen¬ 
dations  on  achieving  these  conserva¬ 
tion  and  production  objectives  are 
being  evaluated  in  an  interagency 
group  charged  with  presenting  the 
President  with  policy  options  for  his 
consideration. 

The  Secretary's  report  to  the  Presi¬ 
dent  is  based  on  the  investigation  con¬ 
ducted  by  the  General  Counsel  of  the 
Treasury  Department.  The  General 
Counsel’s  report  of  that  investigation 
examines  the  nation’s  growing  depen¬ 
dence  on  imported  oil,  particularly 
since  1975,  when  Secretary  of  the 
Treasury  Simon  reported  to  President 
Ford  that  oil  imports  threatened  to 
impair  the  national  security,  and  con¬ 
cludes  that  the  threat  to  the  national 
security  is  greater  now  than  before. 

During  the  course  of  his  investiga¬ 
tion,  the  General  Counsel  solicited 
(see  44  FR  7264  (1979))  and  considered 
comments -from  the  public  as  well  as 
from  a  number  el  agencies.  The  agen¬ 
cies'  comments  are  appended  to  the 
General  Counsel’s  report .  The  Secre¬ 
tary’s  report  to  the  President  and  the 
General  Counsel’s  report  are  pub¬ 
lished  herein  and  copies  thereof  are 
available  through  the  Office  of  Public 
Affairs.  Department  of  the  Treasury, 
by  contacting  the  individual  listed  at 
the  conclusion  of  this  notice.  Com¬ 


ments  received  from  other  agencies 
and  the  public  in  the  course  of  this  in¬ 
vestigation  are  available  for  public 
reading  and  copying  at  the  Library  of 
the  Treasury  Department.  Room  5030, 
Main  Treasury,  15th  and  Pennsylvania 
Avenue  NW.,  Washington,  D.C. 

The  principal  authors  of  these  re¬ 
ports  were  Leonard  E.  Santos,  Dell  V. 
Perry,  William  E.  Steger,  Cathryn  A. 
Goddard,  Ernest  F.  Chase,  and  Barry 
S.  Newman  of  the  Office  of  the  Secre¬ 
tary  of  the  Treasury.  Contact  Aivin  M. 
Hattal,  (202)  566-8381. 

Dated:  March  21, 1979. 

Robert  H.  Mundheim, 
General  Counsel 

Memorandum  for  the  President  From 
The  Secretary  of  the  Treasury 

subject:  report  of  section  232 

INVESTIGATION  ON  OIL  IMPORTS 

March  14.  1979. 

I  have  completed  the  investigation  I 
initiated  last  year  pursuant  to  Section 
232  of  the  Trade  Expansion  Act  of 
1962  to  determine  whether  oil*  im¬ 
ports  are  entering  the  United  States  in 
such  quantities  or  under  such  circum¬ 
stances  as  to  threaten  to  impair  the 
national  security.  I  am  transmitting 
herewith  a  detailed  report  of  our  in¬ 
vestigation. 

On  January  14.  1975,  acting  pursu¬ 
ant  to  the  same  Section  232  authority. 
Treasury  Secretary  Simon  found  that 
the  nation’s  dependence  on  imported 
oil  was  so  great  as  to  threaten  to 
impair  the  national  security  and  rec¬ 
ommended  to  President  Ford  that 
action  be  taken  to  remove  the  threat. 
That  conclusion  is.  unfortunately, 
even  more  valid  today. 

The  nation’s  dependence  on  import¬ 
ed  oil  has  increased  dramatically  since 
the  1975  finding.  At  the  time  of  Secre¬ 
tary  Simon’s  finding,  37  percent  of 
United  States  demand  for  oil  was  sup¬ 
plied  from  foreign  sources.  In  1978,  oil 
imports  accounted  for  45  percent  of  oil 
consumed  in  the  United  States. 
During  that  same  period,  the  nation 
become  more  depandent  on  oil  to  meet 
overall  energy  demand,  and  oil  im¬ 
ports  increasingly  originated  in  a  small 
number  of  distant  foreign  countries. 
The  increasing  dependence  on  foreign 
sources  of  oil  is  a  consequence  of  both 
rising  levels  of  consumption  and  de¬ 
clining  dofnestic  production. 

This  growing  reliance  on  oil  imports 
has  important  consequences  for  the 
nation’s  defense  and  economic  welfare. 
Because  so  much  of  the  oil  used  in  the 
United  States  originates  thousands  of 
miles  away,  supplies  are  vulnerable  to 
interruption  from  a  variety  of  causes. 


•The  term  “oil”,  as  used  In  this  report, 
means  crude  oil.  crude  oil  derivatives  and 
products,  and  related  products  derived  from 
natural  gas  and  coal  tar. 


Recent  developments  in  Iran  have  dra¬ 
matized  the  consequences  of  this  ex¬ 
cessive  dependence  of  foreign  sources 
of  petroleum.  Furthermore,  the  rising 
level  of  oil  imports  adversely  affects 
our  balance  of  trade  and  our  efforts  to 
strengthen  the  dollar;  in  1978,  out¬ 
flows  of  dollars  for  our  oil  imports 
amounted  to  $42  billion.  $15  billion 
more  than  in  1975  and  offsetting 
much  of  the  rise  in  our  exports  of  in¬ 
dustrial  and  farm  products. 

The  continuing  threat  to  the  nation¬ 
al  security  which  our  investigation  has 
identified  requires  that  we  take  vigor¬ 
ous  action  at  this  time  to  reduce  con¬ 
sumption  and  increase  domestic  pro¬ 
duction  of  oil  and  other  sources  of 
energy.  To  the  extent  feasible  without 
impairing  other  national  objectives,  we 
must  encourage  additional  domestic 
production  of  oil  and  other  sources  of 
energy,  and  the  efficient  use  of  our 
energy  supplies,  by  providing  appro¬ 
priate  incentives  and  eliminating  pro¬ 
grams  and  regulations  which  inhibit 
the  achievement  of  these  important 
goals. 

Specific  recommendations  on  achiev¬ 
ing  these  conservation  and  production 
objectives  are  being  evaluated  by  an 
interagency  group  in  which  Treasury 
is  participating.  The  committee’s  work 
will  be  finished  shortly  and  specific 
policy  options  will  be  formulated  for 
your  consideration. 

W.  Michael  Blumenthal. 

Report  of  Investigation  Under  Sec¬ 
tion  232  of  the  Trade  Expansion 

Act,  19  U.S.C.  1862,  as  Amended 

I.  INTRODUCTION 

1.  Background. 

Section  232(b)  of  the  Trade  Expan¬ 
sion  Act  of  1962  authorizes  the  Presi¬ 
dent  to  take  action  to  adjust  imports 
of  crude  oil,  crude  oil  derivatives  and 
products  and  related  similar  products 
derived  from  natural  gas  and  coal  tar 
(hereinafter  referred  to  collectively  as 
“oil”)  if  the  Secretary  of  the  Treasury 
finds  that  such  commodities  are  being 
imported  into  the  United  States  In 
such  quantities  or  under  such  circum¬ 
stances  as  to  threaten  to  impair  the 
national  security. 

Previous  findings  that  oil  imports 
threaten  to  impair  the  national  secu¬ 
rity  were  made  in  1959  and  1975.' 
Those  findings  have  served  as  the 
basis  for  programs  to  control  oil  im¬ 
ports.  first  by  means  of  quotas  and 
later  through  use  of  license  fees.2  The 
use  of  license  fees  was  upheld  by  the 
United  States  Supreme  Court  in  an 
opinion  which  emphasized  the  breadth 
of  the  remedies  permitted  under  Sec¬ 
tion  232(b).3  On  its  face.  Section  232(b) 
authorizes  any  remedy  reasonably  re¬ 
lated  to  the  adjustment  in  the  impor¬ 
tation  of  a  particular  article. 


FEDERAL  REGISTER  VOL.  44  NO.  62— THURSDAY,  MARCH  29,  1979 


NOTICES 


18819 


This  investigation  was  initiated  by 
the  Secretary  of  the  Treasury  on 
March  15,  1978  (see  Appendix  A— 
Order  Initiating  Investigation)  to  ex¬ 
amine  developments  since  1975  and  to 
determine: 

1.  Whether  Increased  reliance  (since  1975) 
on  oil  imports  from  a  small  number  of  dis¬ 
tant  foreign  suppliers  continues  to  threaten 
to  impair  the  national  security; 

2.  Whether  the  monetary  repercussions 
accompanying  continued  large  payments 
outflows  for  oil  imports  threaten  to  impair 
the  national  security. 

At  the  time  he  initiated  the  investi¬ 
gation,  the  Secretary  of  the  Treasury 
stated  that  the  investigation  was  to  be 
undertaken  for  contingency  purposes 
only  and  that  it  should  be  conducted 
on  a  confidential  basis.  Initially,  in  the 
Secretary's  judgment,  national  secu¬ 
rity  interests  required  that  public  com¬ 
ments  not  be  invited.  Accordingly,  the 
Secretary  requested  the  General 
Counsel  to  proceed  immediately  with 
the  investigation.  Information  and 
advice  were  solicited  from  the  follow¬ 
ing  agencies  in  the  course  of  the  inves¬ 
tigation:  Central  Intelligence  Agency, 
Department  of  Defense,  Department 
of  Energy,  National  Security  Council, 
Federal  Reserve  Board,  Department  of 
State,  Council  of  Economic  Advisers, 
Department  of  Commerce,  Depart¬ 
ment  of  Labor,  Department  of  the  In¬ 
terior,  and  Department  of  Transporta¬ 
tion.  On  February  2,  1979,  the  Secre¬ 
tary  invited  comments  from  the 
public,  having  reviewed  his  earlier  de¬ 
termination  and  concluded  that  it  was 
then  appropriate  to  issue  the  invita¬ 
tion.  None  of  the  agency  submissions 
or  public  comments  challenged  the 
proposition  that  oil  imports  threaten 
to  impair  the  national  security.  The 
overwhelming  conclusion  of  these  sub¬ 
missions  and  comments  is  that  such  a 
threat  continues  to  exist. 

2.  Conclusion. 

The  conclusion  of  this  report  is  that 
oil  continues  to  be  imported  in  such 
quantities  and  under  such  circum¬ 
stances  as  to  threaten  to  impair  the 
national  security.  This  threat  arises 
both  from  increased  reliance  on  a 
small  number  of  foreign  oil  suppliers 
and  the  monetary  repercussions  ac¬ 
companying  continued  large  payments 
outflows  for  imported  oil.  Unlike  tem¬ 
porary  crises  in  the  nation's  ability  to 
satisfy  its  oil  import  needs,  the  nation¬ 
al  security  threat  arising  from  growing 
reliance  on  imported  oil  has  its  gravest 
implications  in  the  long-term. 

II.  INCREASED  RELIANCE  ON  OIL  IMPORTS 

FROM  A  RELATIVELY  SMALL  NUMBER  OF 

FOREIGN  SUPPLIERS  THREATENS  TO 

IMPAIR  THE  NATIONAL  SECURITY 

1.  A  threat  to  the  national  security 
has  previously  been  established. 

The  1959  finding.  In  1959,  the  Presi¬ 
dent’s  Special  Committee  to  Investi¬ 


gate  Crude  Oil  Imports  determined 
that  oil  imports  constituted  a  threat 
to  the  national  security.4  The  Commit¬ 
tee  concluded  that,  in  order  to  have 
enough  oil  to  meet  the  nation’s  secu¬ 
rity  needs,  “there  must  be  a  limitation 
on  imports  that  will  insure  a  proper 
balance  between  imports  and  domestic 
production  .  .  .  [Absent  that  balance,] 
in  an  emergency  the  nation  would  be 
confronted  with  all  of  the  liabilities  in¬ 
herent  in  a  static,  as  contrasted  with  a 
dynamic,  mobilization  base,  including 
the  delays,  waste  and  inefficiency  that 
accompany  efforts  to  stengthen  any 
part  of  the  mobilization  base  on  a 
‘crash’  basis.”  * 

The  1975  finding.  In  1975  the  Secre¬ 
tary  of  the  Treasury  found  that  oil  im¬ 
ports  threatened  to  impair  the  nation¬ 
al  security.  That  investigation  consid¬ 
ered  all  factors  relevant  to  a  finding 
under  Section  232(b),  including  the  re¬ 
lationship  of  the  nation’s  economic 
welfare  to  its  national  security.  The 
Treasury  report  concluded  that  oil  im¬ 
ports  should  be  reduced  in  order  to 
“wean  ourselves  away  from  a  depen¬ 
dence  upon  imported  oil,  conserve  our 
use  of  petroleum,  promote  the  use  of 
alternative  sources  of  energy,  and  at 
least  in  part,  stanch  the  outflow  of 
payments  resulting  from  our  pur¬ 
chases  of  this  commodity.”  * 

Congressional  declarations.  In 
August  1977,  Congress,  in  enacting 
Title  I  of  the  Department  of  Energy 
Organization  Act,  declared  that  the 
“energy  shortage  and  our  increasing 
dependence  on  foreign  energy  supplies 
present  a  serious  threat  to  the  nation¬ 
al  security  of  the  United  States.” 7 
This  declaration  echoed  an  earlier 
Congressional  finding  in  section  2  of 
the  Emergency  Petroleum  Allocation 
Act  of  1973  that  oil  shortages  will 
create  severe  economic  dislocations 
and  hardships  which  constitute  a  na¬ 
tional  energy  crisis  threatening  the 
public  health,  safety  and  welfare.* 
More  recently,  section  102  of  the  Na¬ 
tional  Energy  Conservation  Policy  Act 
of  1978  emphasized  the  need  to  stem 
the  nation’s  increasing  reliance  on  im¬ 
ported  oil  and  the  vulnerability  which 
accompanies  such  reliance.9 

2.  The  nation  has  increased  its  de¬ 
pendency  on  a  small  number  of  distant 
foreign  oil  suppliers. 

Since  1975.  United  States  oil  imports 
have  increased  as  a  share  of  oil  con¬ 
sumed  and  of  all  energy  consumed  in 
the  United  States.  In  addition,  because 
oil  imports  increasingly  originate  from 
a  small  number  of  foreign  and  mostly 
distant  sources,  they  have  become 
more  vulnerable  to  interruption. 

Level  of  oil  imports.  Oil  imports 
have  risen  steadily  over  the  past  20 
years. 10 


1959 _ .... _ .... _ .............  1.8  mmbpd  (million 

barrels  per  day). 

1975 _ ..... _ ..............................  6.5  mmbpd. 


1978 .  8.7  mmbpd 

(including  the 

•  Strategic 

Petroleum 
Reserve). 

Over  the  same  period,  oil  imports  have 
increased  both  as  a  share  of  domest'c 
demand  for  oil." 


1959.....: .  18% 

1975 .  39% 

1978 .  45% 

and  as  a  share  of  demand  for  energy 
of  all  types.12 

1959 _ ! .  9% 

1975 .  19% 

1978 .  23% 


A  growing  share  of  our  oil  imports 
come  from  OPEC  nations:  13 


1959..; .  70% 

1975 .  78% 

1978 .  83%. 

Oil  imports  averaged  8.7  mmbpd 
during  1978— down  6  percent  from 
1977. 14  However,  this  decline  resulted 
from  a  rundown  of  domestic  inven¬ 
tories  and  a  one-time  buildup  of  Alas¬ 
kan  production  which  more  than 
offset  the  1.6  percent  rise  in  domestic 
oil  demand  and  the  4  percent  decline 
from  1977  in  the  crude  oil  production 
of  the  lower  48  States.1'  Alaskan  oil. 
which  began  to  flow  in  June  1977,  ap¬ 
proached  the  capacity  pipeline  flow  of 
1.2  mmbpd  in  the  second  quarter  of 
1978. 16 

Sources  of  oil  imports.  In  the  early 
1960's,  Venezuela  was  the  largest  ex¬ 
ternal  supplier  of  oil  to  the  United 
States,  providing  about  46  percent  of 
total  oil  imports.17  Later  Canada  ( non- 
OPEC)  became  a  large  supplier,  ac¬ 
counting  for  about  22  percent  of  im¬ 
ports  by  1970.  '*  However,  imports  from 
Venezuela  have  declined  sharply  as  a 
percentage  of  total  imports,  and 
Canada  has  adopted  procedures  which 
could  virtually  phase  out  all  light 
crude  oil  exports  to  the  United  States 
by  1981. 19  As  imports  from  these  tradi¬ 
tional  Western  Hemisphere  suppliers 
have  receded  in  significance,  there  has 
been  a  corresponding  rise  of  the  na¬ 
tion's  reliance  on  Eastern  Hemisphere 
sources,  particularly  those  in  the 
Middle  East.  The  proportion  of  oil  im¬ 
ports  originating  in  Middle  Eastern 
countries  was: 20 


1959 . 21% 

1975 . 27% 

1978 . 34% 

For  the  next  decade,  the  United 
States  will  probably  continue  to  rely 
heavily  on  Middle  Eastern  supply 
sources.  Although  recent  develop¬ 
ments  in  Iran  have  diminished  expec¬ 
tations  for  continuing  the  previous 
levels  of  production  in  that  country,  in 
all  likelihood,  U.S.  dependence  on 
other  Middle  Eastern  producers  will 
increase  further.21 

As  oil  production  in  the  United 
Kingdom  and  Norwegian  sectors  of 
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the  North  Sea  develops,  some  demand 
for  Middle  Eastern  oil  will  shift  to 
North  Sea  oil.  However,  the  change¬ 
over  is  likely  to  have  its  greatest  effect 
on  the  European  markets,  with  sub¬ 
stantial  U.S.  reliance  on  Middle  East¬ 
ern  oil  remaining  relatively  undimin- 
ished.  The  expanding  production  in 
Mexico,  for  which  the  United  States 
forms  a  natural  market,22  offers  an¬ 
other  alternative  to  imported  Middle 
Eastern  oil.  Nevertheless,  through 
1985.  U.S.  dependence  on  Middle  East¬ 
ern  producers  is  not  expected  to  be  re¬ 
duced  significantly  because  of  the  de¬ 
velopment  lead  time  required. 

Value  of  oil  imports.  Not  only  has 
the  volume  of  U.S.  oil  imports  expand¬ 
ed,  but  the  landed  price  of  foreign  pe¬ 
troleum  has  jumped  sharply  as  well. 
For  example,  the  average  unit  value 
(f.a.s.)  of  U.S.  petroleum  imports  has 
risen  as  follows: 23 

1959 . .  $2.26  pb 

(per 

barrel). 

1975 . . . .  $11.45  pb. 

1978 .  $13.28  pb. 

As  a  consequence,  the  nation's  annual 
oil  import  bill  has  grown  dramatically 
over  the  past  20  years: 24 


1959 _  $1.5  billion. 

1975 .  $27.0  billion. 

1978 . . .  $42.3  billion. 


The  cost  of  oil  imports  may  be  ex¬ 
pected  to  increase  further  in  1979  as  a 
result  of  the  OPEC  price  increase  of 
14.5  percent— fourth  quarter  to  fourth 
quarter— agreed  upon  at  the  meeting 
of  OPEC  ministers  in  December. 
Recent  interruptions  in  Iranian  pro¬ 
duction  have  put  upward  pressure  on 
market  prices  and  have  prompted 
many  oil  producers  to  seek  to  obtain 
price  increases  beyond  those  sched¬ 
uled  in  the  December  OPEC  price  de¬ 
cision. 

3.  The  risk  of  detrimental  interrup¬ 
tion  has  not  lessened. 

Risk  of  interruption.  As  noted  above, 
the  U.S.  is  heavily  dependent  for  its 
imported  oil  on  a  small  number  of  dis¬ 
tant  countries.  These  countries  are  a 
diverse  group  of  nations  with  different 
resources  and  goals.  While,  in  the 
main,  the  U.S.  shares  common  inter¬ 
ests  with  them,  there  are  also  some 
areas  of  political  disagreement.  In 
1973.  some  of  these  countries  demon¬ 
strated  their  willingness  to  use  oil  as  a 
political  weapon.  For  the  first  time  in 
history,  this  country’s  access  to  major 
petroleum  supplies  was  cut  off  by  an 
embargo,  as  a  result  of  dissatisfaction 
with  our  foreign  policy.  This  action 
was  prompted  by  a  major  military  con¬ 
flict  in  the  Middle  East.  Although  hos¬ 
tilities  have  generally  subsided,  the 
underlying  political  dispute  has  not 
yet  been  resolved.  Despite  the  inter¬ 
vening  years  and  strengthened  rela¬ 
tions  with  Middle  Eastern  nations,  the 
United  States  cannot  discount  the  pos¬ 


sibility  of  another  political  disagree¬ 
ment  with  the  nations  on  which  it  de¬ 
pends  for  its  oil  supplies. 

In  addition,  recent  developments  in 
Iran  have  highlighted  the  potential 
for  internal  domestic  upheavals  to  dis¬ 
rupt  oil  supplies.  As  a  result  of  the 
events  beginning  with  a  strike  in  Octo¬ 
ber  1978,  Iranian  exports  until  very  re¬ 
cently  have  been  limited  to  small 
amounts  of  heavy  residual  oil  not 
usable  within  Iran.  Although  Iranian 
oil  exports  have  been  renewed,  the 
Iranian  government  has  stated  its  in¬ 
tention  to  limit  oil  exports  to  3 
mmbpd,  well  below  the  5  mmbpd  level 
that  prevailed  before  the  interrup¬ 
tions.  Even  though  Iranian  oil  ac¬ 
counted  for  only  5  percent  of  U.S.  oil 
consumption  prior  to  December  1978, 
Secretary  Schlesinger  recently  indicat¬ 
ed  that  the  continued  interruption  of 
even  this  relatively  less  important  U.S. 
supply  source  could  require  the  U.S.  to 
consider  mandatory  conservation 
measures.  This  assertion  serves  to  em¬ 
phasize.  as  the  Central  Intelligence 
Agency  has  noted,  the  vulnerability  of 
the  U.S.  economy  to  supply  disruption. 
See  Appendix  B— Compilation  of 
Agency  Submissions. 

Furthermore,  other  types  of  supply 
interruption  are  possible.  For  exam¬ 
ple.  six  of  the  Middle  Eastern  nations 
w  hich  are  major  suppliers  of  oil  to  the 
U.S.  ship  their  oil  through  the  narrow 
Strait  of  Hormuz  at  the  southern  end 
of  the  Arabian  Gulf.24  This  geographi¬ 
cal  situation  alone  renders  this  oil 
supply  route  vulnerable.  Moreover, 
the  producing  nations  themselves  face 
a  risk  of  terrorist  action  with  attend¬ 
ant  harm  to  oil  production  and  ship¬ 
ment  facilities.  Indeed,  the  Central  In¬ 
telligence  Agency  has  stated: 

There  is  a  high  probability  that  acts  of 
nature,  human  error,  or  deliberately  target¬ 
ed  terrorist  attack  will  interrupt  the  flow  of 
oil  in  one  or  more  of  the  oil  exporting  na¬ 
tions  during  the  next  several  years. 

Interruptions  of  oil  supply  owing  to  guer¬ 
rilla  operations,  acts  of  terrorism,  or  acts  of 
nature  are  not  likely,  by  themselves,  to  be 
of  a  magnitude  and  duration  which  would 
result  in  severe  economic  disruption  of  Free 
World  economies,  though  they  could  exert 
strong  upward  pressure  on  prices  in  a  tight 
world  oil  market.  Extensive  terrorist  action 
against  key  oil  storage  and  transportation 
facilities  in  the  Persian  Gulf  could,  in  par¬ 
ticular.  significantly  affect  the  market  by 
substantially  reducing  oil  supplies  for  the 
time  required  to  put  those  facilities  back 
into  operation,  which  could  be  several 
months. 

Sec  Appendix  B— Compilation  of 

Agency  Submissions. 

According  to  the  Defense  Depart¬ 
ment: 

The  concentration  of  oil  production  facili¬ 
ties  in  the  area  presents  the  major  physical 
risk.  This  creates  a  risk  of  interdiction,  or 
even  the  risk  of  natural  or  accidental  distur¬ 
bances.  The  extensive  damage  in  the 
Abqayq  fires  in  May  and  June  1977,  caused 


by  accident,  highlights  the  fragility  of  these 
facilities.  Destruction  of  key  facilities  could 
cause  major  interruptions  of  oil  deliveries  to 
the  U.S.  and  to  our  NATO  and  Japanese 
allies  which  would  adversely  affect  U.S.  and 
Western  World  political,  economic  and  mili¬ 
tary  security. 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

In  short,  the  overall  potential  for  an 
embargo  or  other  Interruption  has  not 
decreased  since  the  embargo  of  1973, 
nor  since  the  1975  finding  by  the  Sec¬ 
retary  of  the  Treasury  that  such  a  risk 
threatened  to  impair  the  national  se¬ 
curity.  On  the  contrary,  developments 
in  Iran  demonstrate  that  U.S.  oil  im¬ 
ports  can  be  seriously  affected  by  in¬ 
ternal  disruptions  in  a  country  even  if 
it  is  not  a  primary  supplier  of  the  U.S. 
oil  imports.  Disruption  in  any  source 
of  supply  serves  to  concentrate  U.S. 
reliance  on  the  other  supply  sources 
and.  at  a  minimum,  leads  to  unsched¬ 
uled  price  increases,  thereby  increas¬ 
ing  the  nation’s  vulnerability. 

Strategic  petroleum  reserve  only  re¬ 
cently  initiated.  Congress  has  ordered 
the  establishment  of  a  Strategic  Petro¬ 
leum  Reserve  (SPR) 26  to  reduce  the 
impact  of  a  potential  interruption. 
However,  the  reserve  currently  con¬ 
tains  only  about  77  million  barrels,  or 
7,7  percent  of  the  one  billion  barrel 
goal  proposed  by  the  Department  of 
Energy  for  1985. 27 

International  Energy  Agency  Shar¬ 
ing  Plan  gives  limited  protection.  To 
minimize  the  effect  on  member  coun¬ 
tries  of  oil  shortages  created  by  an  em¬ 
bargo  or  other  circumstances,  the 
United  States  and  the  19  other  Inter¬ 
national  Energy  Agency  (JEA) 
member  countries  have  agreed  to  an 
International  Energy  Program  under 
which  allocation  of  oil  and  mandatory 
demand  and  restraint  measures  can  be 
triggered  when  the  group  as  a  whole 
sustains  a  7  percent  reduction  in  oil 
import  supplies  or  when  any  one  coun¬ 
try  (or  group  of  countries)  sustains  a  7 
percent  reduction  in  its  oil  supplies.2" 
Each  country  is  required  to  have 
demand  restraint  mechanisms  in  place 
that  are  capable  of  reducing  its  oil 
consumption  by  7  percent— about 
three  and  one  half  mmbpd  for  the  IEA 
countries  as  a  group  based  on  IEA  esti¬ 
mates  of  probable  1980  consumption. 
The  supply  sharing  mechanism  is 
coupled  to  the  activation  of  the 
demand  restraint  program.  In  addi¬ 
tion,  countries  have  the  obligation  to 
build  stocks  equivalent  to  60  days  of 
imports. 

The  interruption  of  Iranian  oil  ex¬ 
ports  has  not  led  to  activation  of  the 
IEA  oil-sharing  agreement.  Neverthe¬ 
less.  IEA  member  countries  are  greatly 
concerned  regarding  the  current  situa¬ 
tion  in  the  oil  market,  which  has 
brought  severe  pressure  on  prices.  Ac¬ 
cordingly.  the  IEA  Governing  Board, 
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meeting  on  March  1-2,  1979,  agreed 
that  IEA  countries  would  promptly 
reduce  their  demand  for  oil  on  the 
world  market  by  about  2  mmbpd.  This 
amount  corresponds  to  about  5  per¬ 
cent  of  IEA  consumption.  The  share 
of  the  U.S.  in  this  reduction  would  be 
just  under  one  mmbpd. 

The  degree  of  protection  afforded  by 
the  combined  SPR  and  IEA  sharing 
plans  depends  on  a  number  of  varia¬ 
bles,  including  the  amount  of  oil 
stored  at  the  time  of  any  interruption, 
as  well  as  the  magnitude  and  length  of 
the  interruption.  The  current  level  of 
protection  afforded  by  the  existing 
SPR  and  contingency  conservation 
plans  is  limited.  Because  of  the  rela¬ 
tively  small  inventory  in  the  SPR  at 
the  present  time,  conservation  contin¬ 
gency  plans  take  on  added  significance 
as  a  means  of  meeting  our  March  2 
commitment  to  the  IEA  or,  more  gen¬ 
erally,  our  potential  commitment 
under  the  provisions  of  the  IEA.  Be¬ 
sides  measures  to  reduce  oil  consump¬ 
tion  by  encouraging  the  use  of  natural 
gas,  which  is  temporarily  in  surplus, 
and  by  shifting  to  non-oil  generated 
electric  power,  the  Administration  has 
submitted  to  Congress  for  approval 
three  contingency  conservation  plans. 
These  three  conservation  plans,  which 
were  submitted  on  March  1,  are  esti¬ 
mated  to  save  as  much  as  614,000  bpd. 
It  is  anticipated  that  these  demand  re¬ 
straint  plans  will  play  a  significant 
part  in  achieving  the  consumption  re¬ 
duction  agreed  upon  on  March  2  or  in 
meeting  our  obligations  in  case  of  acti¬ 
vation  of  the  international  sharing 
plans. 

Impact  of  the  National  Energy  Act 
on  oil  imports.  It  is  estimated  the  Na¬ 
tional  Energy  Act  will  save  between 
2.4  and  3.0  mmbpd  of  oil  imports  by 
1985.  Sizeable  savings  will  occur  from 
the  displacement  of  imported  oil  by 
additional  supplies  of  domestically 
produced  natural  gas.  This  potential 
displacement  is  estimated  to  be  in 
excess  of  one  mmbpd.  Increased  gas 
supplies  are  anticipated  to  result  pri¬ 
marily  from  provisions  in  the  National 
Energy  Act  which  raise  the  prices  of 
natural  gas  and  permit  tapping  sup¬ 
plies.  formerly  available  only  to  the  in¬ 
trastate  market,  for  the  interstate 
market. 

At  the  beginning  of  1979  there  were 
variously  estimated  to  be  between  1 
and  1.4  trillion  cubic  feet  of  additional 
natural  gas  supplies  immediately  avail¬ 
able  as  a  result  of  the  National  Energy 
Act.29  If  these  supplies  were  promptly 
put  to  use,  they  could  displace  over 
500,000  bpd  of  imported  oil  for  the 
next  two  or  three  years.  However, 
there  is  uncertainty  as  to  how  much 
oil  consuming  equipment  can  be  phys¬ 
ically  converted  to  use  the  additional 
gas  and  whether  or  not  such  conver¬ 


sion  will  be  practical  for  the  short 
term. 

In  summary,  while  the  provisions  of 
the  National  Energy  Act  are  estimated 
to  reduce  oil  imports  by  about  2.5 
mmbpd  by  1985,  for  the  immediate 
future,  reductions  in  oil  use  will  be 
modest  and  will  not  significantly 
lessen  U.S.  vulnerability  to  disruptions 
in  foreign  supply. 

Limited  possibilities  for  the  develop¬ 
ment  of  alternative  energy  sources.  De¬ 
spite  national  programs  to  encourage 
use  of  alternative  energy  sources,  im¬ 
mediate  savings  from  conversion  to 
other  fuels  are  limited  by  the  time  re¬ 
quired  to  change  existing  energy-using 
capital  stock,  te„  industrial  equip¬ 
ment,  buildings,  and  transportation  ve¬ 
hicles.  For  example,  the  conversion  of 
industrial  plants  and  electric  utilities 
from  oil  and  gas  use  to  coal  is  slow, 
costly  and  constrained  by  environmen¬ 
tal  considerations.  Thus,  despite  the 
recent  emphasis  on  shifting  the  source 
of  energy  in  major  oilburning  installa¬ 
tions,  the  use  of  oil  in  utility  plants  in¬ 
creased  from  396  mmb  in  1971  to  624 
mmb  in  1977.30 

In  the  last  decade,  nuclear  generat¬ 
ing  capability  has  grown,  but  nuclear 
power’s  share  of  domestic  energy  pro¬ 
duction  remains  small.  The  power  gen¬ 
erated  from  nuclear  plants  increased 
from  38.1  billion  kilowatt  hours  in 
1971  to  250.9  billion  kilowatt  hours  in 
1977. 31  Even  so,  nuclear  sources  pro¬ 
vide  only  about  4  percent  of  total 
energy  production.32  As  the  United 
States’  nuclear  capability  increases, 
demand  for  oil  and  gas  by  utilities  may 
decline,  but  at  a  slow  rate.  In  addition, 
the  lead  time  currently  required  for 
placing  a  nuclear  power  plant  in  oper¬ 
ation  is  10-12  years.33  Overall,  the  pro¬ 
visions  of  the  National  Energy  Plan 
anticipated  that  nuclear  power  would 
reach  an  oil  equivalent  of  3.8  mmbpd 
by  1985,  up  from  1.0  mmbpd  oil  equiv¬ 
alent  in  1976. 34  However,  more  recent 
projections  of  nuclear  power  genera¬ 
tion  provided  by  the  Energy  Informa¬ 
tion  Administration  to  Congress  are 
somewhat  lower.33 

To  date,  renewable  sources  of 
energy,  such  as  solar,  wind,  and  geo¬ 
thermal,  have  not  made  significant 
contributions  as  substitutes  for  oil  and 
gas.  The  1977  National  Energy  Plan 
forecasts  that  these  domestic  energy 
supplies  will  increase  from  1.5  mmbpd 
of  oil  equivalent  in  1976  to  1.7  mmbpd 
oil  equivalent  in  1985. 38  This  increase 
of  only  200,000  bpd  of  oil  equivalent 
indicates  that  any  significant  energy 
contribution  from  such  new  sources 
will  not  take  place  until  after  1985. 

Expanded  domestic  production  ham¬ 
pered  under  current  conditions.  Do¬ 
mestic  production  of  crude  oil  has  de¬ 
clined,  from  a  peak  of  9.6  mmbpd  in 
1970  to  8.7  mmbpd  in  1978,  despite  the 
addition  of  production  from  the  Alas¬ 


kan  North  Slope.37  Production  from 
Alaska  began  in  1977  and  by  1978 
reached  the  current  design  capacity  of 
the  Alaskan  pipeline  of  1.2  mmbpd. 
Absent  further  incentives  for  the  sale 
of  Alaskan  crude,  production  is  esti¬ 
mated  to  remain  at  this  level  offering 
no  further  offset  to  the  decline  in  pro¬ 
duction  in  the  lower  48  states. 

Of  particular  concern  is  the  rapid 
decline  of  lower  tier  “old”  oil  produc¬ 
tion  under  the  current  pricing  struc¬ 
ture.  The  production  of  old  oil  is  im¬ 
portant  because  it  constituted  over  50 
percent  of  domestic  production  at  the 
beginning  of  1977. 38 

Production  of  old  oil  was  projected 
to  decline  from  3.5  mmbpd  in  1978  to 
1.95  mmbpd  byl985,  an  annual  decline 
rate  of  8  percent  over  the  seven  year 
period.39  However,  Treasury  studies 
have  placed  the  actual  annual  decline 
rate  for  old  oil  at  over  16  percent  for 
the  12  month  period  beginning  in  De¬ 
cember  1977.  Decline  rates  are  greatly 
influenced  by  the  economics  of  pro¬ 
duction  which  may  account  for  the  ab¬ 
normally  high  rates  experienced  in 
recent  months. 

Proven  domestic  reserves  of  crude  oil 
have  declined  steadily  from  39  billion 
barrels  in  1970  (at  the  time  of  the 
Alaskan  North  Slope  discovery)  to  an 
estimated  29.5  billion  barrels  at  the 
end  of  1977. 40  Moreover,  subsequent  to 
the  discovery  of  oil  at  Prudhoe  Bay, 
the  new  reserves  added  each  year  have 
not  equaled  annual  production.  The 
outlook  for  discovering  significant 
quantities  of  new  domestic  petroleum 
reserves  is  uncertain  from  a  geological 
standpoint.41  Undiscovered  oil  re¬ 
sources  in  the  U.S.  are  estimated  to 
range  from  46  to  143  billion  barrels 
with  a  median  amount  of  roughly 
three  times  the  current  proven  re¬ 
serves.42  New  reserves  can  only  be 
proven  by  drillings.  In  addition,  there 
is  a  significant  potential  for  enhanced 
recovery  from  known  deposits  of  oil. 

Domestic  production  from  existing 
wells  has  been  hampered  by  price  reg¬ 
ulations  that  discourage  some  catego¬ 
ries  of  marginal  production.  There  are 
indications  that  at  $15  per  barrel  (1976 
$),  enhanced  production  may  amount 
to  as  much  as  1.5  mmbpd  by  1990. 43  In 
addition,  the  entitlements  program, 
designed  to  equalize  the  price  of  im¬ 
ported  and  domestic  crude  oil  to  do¬ 
mestic  refiners,  has  in  fact  encouraged 
oil  consumption  by  indirectly  subsidiz¬ 
ing  purchasers  of  foreign  oil.44 

Under  the  current  pricing  structure, 
there  appears  little  prospect  for  sub¬ 
stantially  increasing  oil  production  or 
even  stemming  the  natural  decline  of 
old  oil.  On  the  other  side  of  the 
supply-demand  system,  conservation 
measures  taken  to  date  have  not  been 
sufficient  to  slow  the  rise  in  demand 
adquately.  Thus,  the  nation’s  current 
prospects  of  reducing  its  vulnerability 
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ment  required  for  non-inflationary 
growth.  The  growth  of  oil  imports 
puts  greater  adjustment  burdens  on 
other  elements  of  the  U.S.  balance  of 
payments  since  it  greatly  increases  the 
need  for  expansion  of  exports  or  de¬ 
creases  in  other  imports.  With  reduced 
dependence  on  oil  imports,  the  U.S. 
economy  could  maintain  appropriate 
levels  of  growth  and  grow  faster  with 
a  lower  inflation  rate  and  a  stronger 
dollar. 

Exchange  market  perceptions.  Be¬ 
cause  of  its  impact  on  the  U.S.  trade 
and  current  account  deficits,  excessive 
and  growing  U.S.  dependence  on  oil 
imports  increases  the  danger  of  re¬ 
duced  confidence  in  the  dollar  and 
makes  the  dollar  more  vulnerable  to 
downward  pressures  in  the  foreign  ex¬ 
change  market. 

If  downward  pressures  on  the  dollar 
were  to  become  so  severe  as  to  damage 
world  confidence  in  the  dollar,  the  na¬ 
tional  security  of  the  United  States 
would  be  impaired.  The  dollar  serves 
as  the  principal  international  currency 
for  the  world  economy.  The  dominant 
share  of  world  trade  is  denominated  in 
dollars.  About  three-fourths  of  all 
medium-  and  long-term  borrowing  in 
international  capital  markets  is  in  dol¬ 
lars.  The  IMF  indicates  that  nearly  80 
percent  of  official  foreign  currency  re¬ 
serves  held  by  foreign  central  banks  is 
in  dollars.  Thus,  loss  of  confidence  in 
the  dollar,  if  widespread,  would  be 
likely  to  precipitate  sudden  and  large- 
scale  international  capital  flow's  in 
ways  which  would  be  disruptive  to  the 
banking  system  and  world  financial 
markets.  The  danger  of  resort  to  re¬ 
strictive  measures  which  would  jeopar¬ 
dize  the  open  trade  and  payments 
system  would  be  greatly  increased. 

As  the  Federal  Reserve  Board  has 
indicated: 


to  interruptions  in  oil  imports  are  not 
promising. 

4.  The  impression  of  vulnerability 
created  by  the  nation’s  seeming  inabil¬ 
ity  to  control  its  increasing  depen¬ 
dence  on  oil  imports  directly  affects 
the  nation’s  defense  and  foreign 
policy. 

The  United  States’  increasing  reli¬ 
ance  on  foreign  oil  is  perceived  by  its 
industrialized  allies,  the  developing 
world,  the  Soviet  bloc  and  the  oil  ex¬ 
porting  countries  themselves  both  as  a 
sign  of  weakness  and  of  a  lack  of  inter¬ 
nationally  cooperative  behavior.  This 
perception  works  to  the  nation’s  disad¬ 
vantage  in  terms  of  its  national  de¬ 
fense  and  its  foreign  policy. 

National  Defense.  The  Department 
of  Defense  has  described  the  national 
defense  impact  of  the  nation’s  depen¬ 
dence  on  imported  oil: 

The  threatened  impairment  of  the  nation¬ 
al  security  must  be  assessed  not  only  in 
terms  of  the  domestic  capability  to  support 
national  defense  needs  •  •  •  but  also  in 
terms  of  international  perceptions.  Other 
countries  make  decisions  on  foreign  rela¬ 
tions  and  defense  matters  based  upon  their 
perception  of  our  strengths.  The  impact  of 
petroleum  import  •  •  •  [dependency]  on  the 
United  States  could  alter  these  perceptions 
significantly  causing  them  to  misjudge  U.S. 
intentions.  Such  decisions  would  affect  di¬ 
rectly  the  security  of  the  United  States. 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

The  State  Department  concurred 
that  dependence  impairs  the  national 
defense: 

Our  treaty  obligations,  particularly  those 
that  relate  to  mutual  security,  require  the 
United  States  to  be  able  to  conduct  an  effec¬ 
tive  defense  of  its  own  interest  and  to  make 
an  effective  contribution  to  the  defense  of 
its  allies.  Heavy  dependence  on  imported  oil 
can  create  doubts  about  our  ability  to  sus¬ 
tain  prolonged  conflicts  and  assist  our  allies 
in  an  optimum  way. 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

Foreign  policy.  The  dependence  of 
the  nation  on  imported  oil  also  ad¬ 
versely  affects  its  ability  to  achieve  its 
foreign  policy  objectives  and  fulfill  its 
international  obligations.  Other  coun¬ 
tries  may  doubt  this  country’s  resolve 
to  fulfill  political  commitments  or  re¬ 
spond  to  challenges  when  the  contin¬ 
gencies  to  which  it  may  have  to  re¬ 
spond  could  affect  the  availability  of 
oil.  Respect  for  the  United  States' 
ability  to  take  charge  of  its  energy 
problem  is  critical  to  maintaining  a  po¬ 
sition  of  world  leadership.  The  State 
Department  reported: 

It  is  our  view  that  the  current  oil  import 
situation  impairs  our  ability  to  achieve  our 
foreign  policy  objectives,  both  economic  and 
political  .  .  .  Moreover,  the  way  in  which  we 
deal  with  this  situation  is  widely  regarded 
by  other  countries  as  a  test  of  United  States 
leadership  and  determination  to  play  a  con¬ 
structive  role  in  international  relations. 


See  Appendix  B— Compilation  of 
Agency  Submissions. 

5.  Conclusion.  The  nation’s  current 
and  projected  dependence  on  foreign 
oil  is  appreciably  greater  than  when 
past  findings  determined  that  depen¬ 
dence  on  foreign  oil  threatened  the 
national  security.  The  risk  of  interrup¬ 
tion  has  not  significantly  lessened,  and 
measures  to  reduce  substantially  the 
impact  of  interruption  are  not  yet  in 
place.  The  threat  to  the  national  secu¬ 
rity  is  thus  greater  now  than  at  any 
time  in  the  past. 

III.  THE  MONETARY  REPERCUSSIONS  OF 

EXCESSIVE  DEPENDENCE  ON  IMPORTED 

OIL  THREATEN  TO  IMPAIR  THE  NATIONAL 

SECURITY  44 

1.  The  efforts  of  the  U.S.  to 
strengthen  the  dollar  at  home  and 
abroad  are  being  hampered  by  the  ex¬ 
cessive  dependence  on  imported  oil. 

Efforts  to  strengthen  the  dollar.  Al¬ 
though  the  United  States  is  pursuing  a 
broad  array  of  policies  to  establish  the 
fundamental  economic  conditions  for 
a  strong  dollar,  these  efforts  are  being 
hampered  by  excessive  dependence  on 
imported  oil.  A  program  of  monetary 
and  fiscal  restraint,  supplemented  by 
voluntary  wage-price  programs,  is 
being  implemented  to  bring  inflation 
down  and  achieve  a  more  sustainable 
economic  expansion.  This  will  contrib¬ 
ute  to  a  substantial  reduction  in  the 
U.S.  trade  and  current  account  defi¬ 
cits.  which  is  a  prerequisite  for  the 
maintenance  of  a  strong  and  stable 
dollar.  A  new  export  promotion  pro¬ 
gram  is  expected  to  help  increase  ex¬ 
ports  further.  However,  curbing  this 
country's  reliance  on  imported  oil  is 
essential  to  any  major  and  lasting  im¬ 
provement.  As  pointed  out  in  a  previ¬ 
ous  section,  the  actual  cost  of  annual 
oil  imports  increased  nearly  thirty¬ 
fold  from  1959  to  1978,  from  $1.5  bil¬ 
lion  to  about  $42  billion.  In  1978,  oil 
imports  represented  roughly  25  per¬ 
cent  of  the  total  imports  of  the  United 
States  and  amounted  to  about  one  and 
a  quarter  times  the  total  merchandise 
trade  deficit. 

In  1979,  oil  import  costs  are  expect¬ 
ed  to  rise  substantially.  The  December 
1978  OPEC  price  hike  alone  will  add 
about  $4  billion  to  the  cost  of  U.S.  oil 
imports  during  1979  and  even  more  in 
1980.  The  disruption  in  world  supply 
patterns  due  to  political  developments 
in  Iran  has  already  led  to  some  fur¬ 
ther  price  rises  and  created  the  risk  of 
substantial  increases. 

The  continuing  excessive  depen¬ 
dence  on  imported  oil  is  making  it 
more  difficult  to  achieve  U.S.  econom¬ 
ic  objectives.  The  rising  price  of  im¬ 
ported  oil  increases  inflationary  pres¬ 
sures  by  directly  raising  costs  and  by 
heightening  inflationary  expectations. 
Uncertainties  about  supplies  and  costs 
hamper  confidence  and  inhibit  invest¬ 


Concem  about  the  U.S.  deficit  and  the  in¬ 
ternational  value  of  the  dollar  could  lead 
holders  of  dollars  to  undertake  reductions 
in  their  dollar  assets.  Exchange  market  un¬ 
certainties  would  thereby  be  heightened 
and  instability  increased.  It  is.  therefore, 
necessary  to  demonstrate  our  resolve  to  con¬ 
tain  our  oil  imports  and  to  help  avoid  the 
economic  disruption  that  could  follow  from 
such  portfolio  shifts. 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

Chairman  Miller  of  the  Federal  Re¬ 
serve  Board  has  noted  the  relationship 
between  the  exchange  value  of  the 
dollar  and  the  health  of  the  U.S.  econ¬ 
omy: 

At  current  quantity  and  price  levels,  im¬ 
ported  petroleum  is  a  major  factor  in  the 
large  U.S.  trade  and  current  account  defi¬ 
cits.  This  has  contributed  to  the  substantial 
depreciation  of  the  dollar  in  relation  to 
other  major  currencies.  Such  depreciation 
adds  to  domestic  inflation,  fosters  higher 
U.S.  interest  rates,  creates  instability  in  the 
international  financial  markets,  and  threat¬ 
ens  further  increases  in  international  oil 
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prices.  These  in  turn  foster  conditions  that 
could  lead  to  lower  domestic  economic  activ¬ 
ity  and  higher  unemployment. 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

Moreover,  the  world  associates  a 
strong  currency  with  a  strong  country. 
The  United  States’  relations  with 
other  nations  and  its  ability  to  exer¬ 
cise  leadership  in  political  and  military 
affairs  are  closely  linked  to  confidence 
in  the  dollar. 

According  to  the  Department  of 
State: 

Our  high  level  of  oil  import  dependence 
has  contributed  substantially  to  a  current 
account  deficit  that  has  reduced  interna¬ 
tional  confidence  In  the  dollar.  This  in  turn 
tias  created  difficulties  in  achieving  the 
maximum  degree  of  international  coopera¬ 
tion  to  further  our  objective  of  promoting  a 
stable,  balanced  recovery  of  the  world  econ¬ 
omy  .  .  . 

See  Appendix  B— Compilation  of 
Agency  Submissions. 

2.  Conclusion. 

A  perception  of  continued  inability 
of  the  nation  to  resolve  its  oil  import 
problem  could  have  significant  conse¬ 
quences  for  the  value  of  its  currency 
and  could  thus  seriously  harm  the  na¬ 
tion's  economic  welfare.  Such  a  per¬ 
ception.  therefore,  threatens  to  impair 
the  national  security. 

IV.  FINDINGS 

This  investigation  has  established 
that 

•  U.S.  dependence  on  foreign  oil  has 
increased  since  1975  and  there  has 
been  no  change  in  the  risks  of  inter¬ 
ruption,  resulting  in  a  greater  threat 
to  the  national  security  than  before; 

•  The  monetary  repercussions  ac¬ 
companying  the  growing  dependency 
on  imported  oil  constitute  a  threat  to 
the  national  security,  even  apart  from 
the  possibility  supply  interruptions. 

Robert  H.  Mundheim, 
General  Counsel, 
Department  of  Treasury. 

March  14.  1979. 

Footnotes 

‘The  1959  finding  was  announced  in  Presi¬ 
dential  Proclamation  3279,  on  March  10. 
1959.  24  Fed.  Reg.  1781  (1959).  The  1975 
Treasury  finding  appeared  as  U.S.  Dep't  of 
Treasury.  Report  on  Investigation  of  Effect 
of  Petroleum  Products  on  the  National  Se¬ 
curity  pursuant  to  Section  232  of  the  Trade 
Expansion  Act.  as  amended.  40  Fed.  Reg. 
4467(1975). 

•See  Presidential  Proclamation  3279,  24 
Fed.  Reg.  1781  (1959)  as  amended  (quotas), 
modified  by  Presidential  Proclamation  4210, 
38  Fed.  Reg.  9645  (1973)  (license  fees).  The 
supplemental  license  fees  imposed  by  Presi¬ 
dent  Ford  following  the  1975  finding  were 
subsequently  revoked. 

*FEA  v.  Algonquin  SNG  Inc.,  426  U.S.  548 
(1976). 
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‘President's  Special  Committee  to  Investi¬ 
gate  Crude  Oil  Imports.  Report  to  the  Presi¬ 
dent,  March  6.  1959. 

‘Presidents'  Special  Committee  to  Investi¬ 
gate  Crude  Oil  Imports.  Report  to  the  Presi¬ 
dent.  July  29.  1957. 

‘U.S.  Dep’t  of  Treasury.  Report,  supra 
note  I. 

’Department  of  Energy  Organization  Act. 
Pub.  L.  No.  95-91.  Sec.  101,  91  Stat.  567  (to 
be  codified  at  42  U.S.C.  sec.  7112  (1977)). 

•Emergency  Petroleum  Allocation  Act  of 
1973.  sec.  2.  15  U.S.C.  sec.  751  (1973). 

•National  Energy  Conservation  Policy  Act 
of  1978.  Pub.  L.  No.  95-619.  sec.  102.  92  Stat. 
3206.  (to  be  codified  at  42  U.S.C.  820  (1978)). 

‘“3  [19771  Energy  Information  A  dm.  Ann. 
Rep.  to  Cong.  23  [hereinafter  cited  as  EIA 
Annual  Report].  Imports  for  1975  and  1978 
are  on  balance  of  payments  basis,  derived 
from  Bureau  of  Census  statistics  and  cover¬ 
ing  imports  from  foreign  countries  into  U.S. 
Customs  territory  plus  the  Virgin  Islands 
and  Guam:  data  obtained  from  Balance  of 
Payments  Division.  Bureau  of  Economic 
Analysis.  Department  of  Commerce. 

11  Data  from  Monthly  Energy  Review,  Feb. 
1979.  at  30.  adjusted  to  a  balance  of  pay¬ 
ments  basis. 

11  For  1959.  see  El/  .  nnual  Report,  supra 
note  at  5.  23.  For  I9'i  ,  see  Monthly  Energy 
Review.  Feb.  1979.  at  4.  30.  adjusted  to  a  bal¬ 
ance  of  payments  basis. 

"Data  by  source  are  from  Department  of 
Energy  and  differ  slightly  from  balance  of 
payments  data.  For  1978  data,  see  Letter 
from  Deputy  Secretary  of  Energy  John 
O'Leary  to  Secretary  of  Treasury  W.  Mi¬ 
chael  Biumenthal  (March  9,  1979).  For  1975 
data,  see  Monthly  Energy  Review.  May 
1978.  at  12.  14.  For  1959  data,  see  Independ¬ 
ent  Petroleum  Association  of  America, 
United  States  Petroleum  Statistics  1978 
(preliminary).  The  1959  data  are  for  coun¬ 
tries  which  are  not  OPEC  members  Estimat¬ 
ed  indirect  imports  for  all  year  have  been 
included. 

■‘Monthly  Energy  Review,  Feb.  1979.  at 
30.  adjusted  to  a  balance  of  payments  basis. 

“  Production  data  based  on  first  9  months 
of  1977  and  1978.  See  U.S.  Dep't  of  Energy. 
Energy  Data  Reports.  Petroleum  State¬ 
ment.  Monthly.  Sept.  1978,  at  7. 

“American  Petroleum  Institute,  Estimat¬ 
ed  U.S.  Supply  /Demand  Situation.  June 
1978.  at  2. 

'*  U3.  Dep't  of  the  Interior.  Energy  Per¬ 
spectives  II.  June  1976,  at  191. 

"Id.  at  194. 

“Canadian  National  Energy  Board. 
Report.  “In  the  Matter  of  Exportation  of 
Oil."  October  1974.  4-7. 

“Data  are  Department  of  the  Treasury 
estimates,  based  on  information  supplied  by 
Department  of  Energy  and  the  Central  In- 
tellignecy  Agency.  Includes  both  drect  and 
indirect  imports. 

”  An  indication  of  productive  capacity  can 
generally  be  estimated  from  the  proven  re¬ 
serves.  It  should  be  noted  that  the  Middle 
East  contains  approximately  385  billion  bar¬ 
rels  of  proven  crude  oil  reserves.  This  is 
almost  60%  of  the  entire  world's  reserves. 
Within  the  Middle  East.  Saudi  Arabia. 
Kuwait  and  Iran  have  281  billion  barrels. 
These  three  countries  dwarf  the  rest  of  the 
world  in  their  current  reserves.  By  contrast, 
the  reserves  of  Indonesia  are  only  14  billion 
barrels:  Nigeria.  19  billion  barrels;  and  Ven¬ 
ezuela.  14  billion  barrels.  See  “Estimated 
Proved  and  Provable  Petroleum  reserves." 
in  Central  Intellignece  Agency.  Intemation- 
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al  Energy  statistical  Review.  Feb.  7.  1979  at 
4. 

"Mexican  exports  to  the  U.S.  constituted 
0.3  percent  of  U.S.  oil  imports  in  1973.  about 
2  percent  in  1977.  and  are  expected  to  con¬ 
tinue  to  raise  in  the  future.  See  Monthly 
Energy  Review.  May  1978,  at  12.  14. 

“Unit  value  for  1959  is  for  crude  oil  only: 
those  for  1975  and  1978  cover  crude  and 
products.  Data  are  based  on  Bureau  of 
Census  import  statistics,  and  were  obtained 
from  Balance  of  Payments  Divsion,  Bureau 
of  Economic  Analysis.  Department  of  Com¬ 
merce. 

•‘Balance  of  Payments  basis.  Represents 
Bureau  of  Census  statistics  covering  imports 
from  foreign  countries  Into  U.S.  Customs 
territory  plus  the  Virgin  Islands  and  Guam. 

“Iran,  Iraq.  Kuwait.  Qatar.  Saudi  Arabia, 
and  United  Arab  Emirates. 

“Energy  Policy  and  Conservation  Act. 
secs.  151-166,  42  U.S.C.  secs.  6231-46  (1976). 

•’The  Department  of  Energy's  Stategic 
Petroleum  Reserve  Plan,  amendment  no.  2 
to  increase  the  size  to  one  billion  barrels 
became  effective  June  13.  1978. 

“Agreement  on  an  International  Energy 
Program.  Brussels.  September  27.  1974,  ch. 
IV. 

“See,  e.g..  Section  232  Investigation  Com¬ 
ment  of  American  Gas  Association  dated 
February  21.  1979  (on  file  at  DA  Dep't  of 
Treasury). 

“Monthly  Energy  Review.  May  1978,  at 
38. 

•'See  EIA  Annualy  Report,  supra  note  10, 
at  5. 

"Monthly  Energy  Review.  Feb.  1979  at  6. 

“The  Administration  supported  a  nuclear 
siting  and  licensing  bill  in  Congress  which 
would  reduce  lead  time  to  6—7  years.  H.R. 
11704.  124  Cong.  Rec.  H.  2.298  (daily  ed. 
March  21.  1978).  The  Administration  antici¬ 
pates  introducing  a  similar  bill  in  the  near 
future. 

“Executive  Office  of  the  President.  Na¬ 
tional  Energy  Plan.  April  29,  1977,  at  95 
[hereinafter  cited  as  the  NEP1. 

“According  to  the  NEP.  nuclear  power 
will  equal  24.5  percent  of  total  electricity 
generated  in  1985.  NEP.  supra  note  32.  at 
95.  The  EIA  forecasts  19  percent  nuclear 
power  for  slightly  less  electricity  generated 
in  1985.  2  EIA  Annual  Report,  supra  note 
10.  at  215. 

“NEP.  supra  note  35.  at  96. 

•’For  1970  data,  see  3  EIA  Annual  Report, 
supra  note  10.  at  23:  includes  lease  conden¬ 
sate.  For  1978  data,  see  Monthly  Energy 
Review.  Feb.  1979.  at  28. 

“Monthly  Energy  Review.  Feb.  1979,  at 
76. 

“2  EIA  Annual  Report,  supra  note  10,  at 
139  (table  6.9). 

"American  Petroleum  Institute.  Reserves 
of  Crude  Oil.  Natural  Gas  Liquids  and  Natu¬ 
ral  Gas  in  the  United  States  and  Canada  as 
Of  Dec.  31.  1977  24  (1978). 

“2  EIA  Annual  Report,  supra  note  10.  at 
149  (figure  6.3). 

"2  EIA  Annual  Report,  supra  note  10,  at 
149  (table  6.14). 

"National  Petroleum  Council.  Enhanced 
Oil  Recovery.  Dec.  1976.  at  6  (figure  2). 

"Entitlements  essentially  average  the 
cost  of  crude  oil  to  refiners.  Higher  priced 
imported  oil  is  averaged  in  with  lower 
priced,  price-controlled  domestic  oil.  The 
cost  to  refiners  of  a  composite  barrel  is  ap¬ 
proximately  $2/bbL  less  than  the  cost  of  im¬ 
ported  oil. 
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45 The  data  in  this  section  were  developed 
by  the  Office  of  International  Monetary  Af¬ 
fairs,  Department  of  Treasury. 

APPENDIX  A— ORDER  INITIATING 
INVESTIGATION 

Memorandum  for  Robert  Mundheim,  General 
Counsel 

Subject:  Request  for  Section  232 
Investigation 

March  15.  1978. 

Pursuant  to  my  authority  under  Sec¬ 
tion  232  of  the  Trade  Expansion  Act. 
19  U.S.C.  section  1862,  I  request  that 
you  immediately  initiate  an  investiga¬ 
tion  to  determine  whether  imports  of 
petroleum  and  petroleum  products 
threaten  to  impair  the  national  secu¬ 
rity. 

Since  the  investigation  is  being  initi¬ 
aled  only  for  contingency  purposes  at 
this  time,  it  should  be  conducted  on  a 
confidential  basis  by  selected  persons 
within  the  Treasury  Department. 
Other  Departments  and  agencies 
should  be  consulted  as  appropriate  in 
the  future. 

In  my  judgment,  national  security 
interests  require  that  an  opportunity 
for  public  comment  should  not  be  af¬ 
forded  in  this  case.  Accordingly,  I  ex¬ 
ercise  my  discretion  under  section  232, 
reflected  in  Treasury  Regulations  31 
CFR  sections  9.7  and  9.8,  to  proceed 
without  public  notice,  hearings,  or  op¬ 
portunity  for  comment.  Therefore,  I 
request  that  you  dispense  with  these 
procedures  and  proceed  immediately 
with  the  investigation. 

W.  Michael  Blumenthal. 

APPENDIX  B— COMPILATION  OF  AGENCY 
SUBMISSIONS 

Index 

1.  February  12.  1979  submission  of  Board 
of  Governors  of  the  Federal  Reserve 
System. 

2.  February  23.  1979  submission  of  the 
Central  Intelligence  Agency. 

3.  February  26.  1979  submission  of  the  De¬ 
partment  of  Defense. 

4.  March  9.  1979  submission  of  the  Depart¬ 
ment  of  Energy  (including  Appendices  A 
through  G). 

5.  February  9.  1979  and  April  3.  1978  sub¬ 
mission  of  the  Department  of  State. 

6.  October  26.  1978  submission  of  the  De¬ 
partment  of  Transportation. 

7.  February  12,  1979  revision  of  September 
11.  1978  submission  of  the  Council  of  Eco¬ 
nomic  Advisers. 

8.  February  12.  1979  submission  of  the  De¬ 
partment  of  the  Interior. 

9.  April  24,  1978  submission  of  the  Depart¬ 
ment  of  Labor. 

10.  September  14,  1978  submission  of  the 
Depart  ment  of  Commerce. 
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Board  of  Governors,  of  the  Federal 
Reserve  System 

Washington,  D.C. 

February  12,  1979. 

The  Honorable  W.  Michael  Blu¬ 
menthal,  Secretary  of  the  Treas¬ 
ury,  Department  of  the  Treasury, 
Washington,  D.C. 

Dear  Secretary  Blumenthal:  In  re¬ 
sponse  to  your  request,  the  following 
comments  are  being  submitted  on 
behalf  of  the  Federal  Reserve  Board 
to  assist  in  an  investigation  by  the  Sec¬ 
retary  of  the  Treasury  under  Section 
232(b)  of  the  Trade  Expansion  Act  of 
1962  with  respect  to  U.S.  imports  of 
petroleum  and  petroleum  products. 

In  particular,  you  have  asked  for  an 
analysis  of  the  impact  of  petroleum 
imports  on  (1)  the  domestic  economy, 
including  growth,  employment  and  in¬ 
flation,  (2)  the  U.S.  balance  of  pay¬ 
ments  and  the  value  of  the  dollar  in 
foreign  exchange  markets,  and  (3)  the 
stability  of  the  domestic  and  interna¬ 
tional  financial  system  generally. 

General  Discussion 

( 1 )  Prior  experience  indicates  the  ad¬ 
verse  effects  on  the  U.S.  economy  of 
excessive  reliance  on  foreign  sources 
for  the  oil  upon  which  our  economy 
critically  depends.  In  a  matter  of 
months,  the  1973-74  oil  embargo  dis¬ 
rupted  the  world  economy  with  seri¬ 
ous  direct  and  indirect  repercussions 
on  U.S.  economic  activity,  production 
and  employment.  The  current  disrup¬ 
tion  of  Iranian  production  and  exports 
of  oil  has  once  again  illustrated  our 
vulnerability.  The  continuing  risk  of 
supply  interruption  is  a  serious  threat 
to  the  U.S.  economy  and  thus  to  U.S. 
national  security.  The  U.S.  program 
for  stockpiling  oil,  while  providing 
some  short-term  protection,  would  not 
eliminate  this  risk. 

(2)  International  petroleum  prices, 
which  are  set  in  terms  of  U.S.  dollars, 
are  now  at  a  level  more  than  six  times 
that  prevailing  in  mid-1973.  Further 
price  increases  have  already  occurred 
in  1979  and  additional  substantial 
price  increases  are  scheduled  for  later 
in  the  year.  These  increases  could  well 
be  larger  if  oil  supplies  from  Iran 
remain  sharply  curtailed. 

(3)  Increases  in  the  price  of  import¬ 
ed  petroleum— an  essential  commodity 
in  the  U.S.  economy— have  contribut¬ 
ed  directly  and  indirectly  to  inflation¬ 
ary  pressures  in  the  United  States. 
High  or  accelerating  rates  of  inflation 
can  lead  to  a  slackening  in  economic 
activity  through  adverse  effects  on 
real  personal  income,  expectations  and 
markets.  These  effects  can  pose  a 
threat  t,o  economic  stability.' 

(4)  Even  at  current  prices,  oil  im¬ 
ports  have  been  a  substantial  factor 


contributing  to  the  emergence  of  a 
very  large  U.S.  trade  deficit.  The  U.S. 
oil  import  bill  is  now  running  at  an 
annual  rate  of  over  $40  billion,  up 
from  $8  Vi  billion  in  1973;  oil  imports 
now  constitute  one-quarter  of  the 
dollar  value  of  U.S.  imports.  The  trade 
balance,  meanwhile,  has  moved  from 
an  approximate  balance  in  1973  to  a 
deficit  of  almost  $35  billion  in  1978. 
Although  the  trade  deficit  was  re¬ 
duced  in  the  last  three  quarters  of 
1978,  and  a  significant  further  im¬ 
provement  is  in  prospect  for  1979,  the 
trade  deficit  will  remain  large. 

(5)  Large  U.S.  trade  deficits  have 
contributed  to  an  environment  in 
which  the  dollar  depreciated  in  1978 
by  over  10  per  cent  against  major  for¬ 
eign  currencies  in  often  disorderly 
trading  conditions.  This  decline  in  the 
foreign  exchange  value  of  the  dollar 
has  increased  uncertainty  in  world  fi¬ 
nancial  markets  and  inhibited  the  de¬ 
velopment  of  conditions  conducive  to 
world  economic  growth.  If  severly  un¬ 
settled  exchange  market  conditions 
were  to  reemerge,  the  risk  is  increased 
of  potential  capital  outflows  that 
would  exert  additional  downward  pres¬ 
sure  on  the  dollar,  with  it  associated 
inflationary  implications.  The  depreci¬ 
ation  of  the  dollar  from  mid- 1977 
through  most  of  1978  added  about  1 
per  cent  to  U.S.  price  inflation  last 
year,  and  the  lagged  effects  of  the  de¬ 
preciation  will  add  further  to  our  in¬ 
flation  problem  in  1979  and  1980. 
Moreover,  the  depreciation  of  the 
dollar  was  apparently  a  consideration 
influencing  OPEC  to  schedule  sub¬ 
stantial  price  increases  for  1979.  The 
November  1  actions  have  helped  to 
correct  the  excessive  decline  in  the 
dollar's  international  value  and  to  re¬ 
store  a  measure  of  stability  to  ex¬ 
change  markets.  Fundamental  correc¬ 
tive  steps  must  continue  to  be  pursued 
to  deal  effectively  with  those  condi¬ 
tions  that  have  depressed  the  dollar. 
Reduction  in  U.S.  dependence  on  im¬ 
ported  oil  represents  one  such  funda¬ 
mental  corrective  step. 

(6)  The  U.S.  dollar  plays  a  major 
world  role  as  a  reserve  asset  and  as  a 
medium  for  investments  and  other 
transactions.  Concern  about  the  U.S. 
deficit  and  the  international  value  of 
the  dollar  could  lead  holders  of  dollars 
to  undertake  reductions  in  their  dollar 
assets.  Exchange  market  uncertainties 
would  thereby  by  heightened  and  in¬ 
stability  increased.  It  is,  therefore, 
necessary  to  demonstrate  our  resolve 
to  contain  our  oil  imports  and  to  help 
avoid  the  economic  disruption  that 
could  follow  from  such  portfolio 
shifts. 

(7)  Large  U.S.  current-account  defi¬ 
cits  not  only  contribute  to  downward 
pressure  on  the  dollar  but  also  create 
economic  uncertainties  and  expecta¬ 
tions  of  future  declines  in  the  value  of 
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the  dollar.  The  present  situation  has 
fostered  protectionist  pressures  both 
here  and  aboard.  The  rest  of  the  world 
is  looking  to  the  United  States  to  limit 
its  demand  for  petroleum.  If  we  fail  to 
do  so,  U.S.  credibility  and  leadership 
will  be  weakened  with  adverse  implica¬ 
tions  for  our  foreign  policy. 

Conclusion 

An  adequate  and  secure  supply  of 
petroleum  and  petroleum  products  is 
critical  to  the  functioning  of  the  U.S. 
economy  now  and  in  the  foreseeable 
future.  The  United  States  is  currently 
heavily  dependent  upon  imports  in 
order  to  fulfill  that  critical  need,  and 
such  dependence  threatens  to  impair 
our  national  security  because: 

(a)  Even  at  current  quantity  and 
price  levels,  imported  petroleum  is  a 
major  factor  in  the  large  U.S.  trade 
and  current  account  deficits.  This  has 
contributed  to  the  substantial  depreci¬ 
ation  of  the  dollar  in  relation  to  other 
major  currencies.  Such  depreciation 
adds  to  domestic  inflation,  fosters 
higher  U.S.  interest  rates,  creates  in¬ 
stability  in  the  international  financial 
markets,  and  threatens  further  in¬ 
creases  in  international  oil  prices. 
These  in  turn,  foster  conditions  that 
could  lead  to  lower  domestic  economic 
activity  and  higher  unemployment. 

(b)  Requirements  for  higher  quanti¬ 
ties  of  oil  or  imposition  of  higher  oil 
prices  will  aggravate  these  adverse 
conditions. 

(c)  An  embargo  of  the  type  experi¬ 
enced  in  1973-74,  or  a  similar  interrup¬ 
tion  in  the  supply  of  imported  oil. 
would  adversely  affect  the  U.S.  econo¬ 
my. 

(d)  The  November  1  actions  to  cor¬ 
rect  the  excessive  depreciation  of  the 
dollar  have  had  beneficial  effects,  but 
continuing  corrective  steps  are  neces¬ 
sary  to  ensure  the  dollar’s  stability. 

All  this  indicates  the  need  to  reduce 
the  U.S.  dependence  on  imported  pe¬ 
troleum  and  petroleum  products. 
Please  let  me  know  if  you  desire  fur¬ 
ther  data  or  analysis. 

Sincerely, 

G.  William  Miller. 

Chairman. 

2 

Central  Intelligence  Agency 

Washington,  D.C.. 

February  23. 1979. 

The  Honorable  Robert  H.  Mundheim, 
General  Counsel, 

Department  of  the  Treasury. 
Washington.  D.C. 

Dear  Mr.  Mundheim:  In  response  to 
your  letter  of  6  February  1979.  relat¬ 
ing  to  the  investigation  of  US  imports 
of  petroleum  and  petroleum  products 
under  Section  232  of  the  Trade  Expan¬ 
sion  Act.  we  are  forwarding  an  update 
of  the  analysis  we  provided  you  on  16 
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May  1978  addressing  the  impact  of  oil 
imports  on  national  security. 

We  stand  by  our  previous  conclusion 
that  the  economy  of  the  United  States 
is  critically  dependent  on  oil  imports. 
Imports  of  crude  oil  and  petroleum 
products  accounted  for  42  percent  of 
US  oil  consumption  during  the  first 
half  of  1978.  Total  imports  for  the 
year  are  estimated  at  8.2  million  b/d, 
44  percent  of  consumption.  This  de¬ 
pendence  is  expected  to  increase  fur¬ 
ther  in  the  years  ahead  as  Alaskan  oil 
production  levels  off  and  output  in  the 
lower  48  states  continues  its  downward 
trend. 

As  you  requested  we  have  also  in¬ 
cluded  a  brief  unclassified  assessment 
of  the  current  Iranian  situation  for 
your  use.  Although  Iran  provided  only 
5  percent  of  US  oil  consumption 
during  the  first  half  of  last  year,  the 
recent  disruption  in  Iranian  oil  sup¬ 
plies  clearly  points  up  the  vulnerabil¬ 
ity  of  the  US  economy  to  supply  dis¬ 
ruption.  We  have  also  enclosed  an 
update  of  the  table  provided  earlier  in¬ 
dicating  the  major  countries  exporting 
oil  to  the  United  States.  The  data  in 
the  table  includes  both  direct  and  indi¬ 
rect  US  oil  imports. 

Yours. 

Frank  C.  Carlucci 
Director. 

Enclosure: 

As  stated. 

Section  232  Investigation  on 
Petroleum  Inports 

In  1978  the  United  States  imported 
8.2  million  b/d— 44  percent  of  total  oil 
consumption.  During  first-half  1978, 
the  latest  six-month  period  for  which 
country  data  are  available,  more  than 
40  percent  of  US  direct  and  indirect  oil 
imports  originated  in  Arab  countries. 
In  1970  the  US  was  dependent  on  oil 
imports  for  only  22  percent  of  oil  con¬ 
sumption  and  only  11  percent  of  the 
oil  imports  originated  in  Arab  coun¬ 
tries. 

As  demonstrated  by  recent  events  in 
Iran,  oil  supply  interruptions  can 
emerge  from  political  upheavals 
among  the  governments  of  major  oil 
producers  in  the  Persian  Gulf.  The 
probability  that  another  oil  exporter 
may  suddenly  undergo  an  unsettling 
change  in  the  next  several  years  is 
hard  to  assess.  But.  should  a  political 
discontinuity  occur,  one  possible  con¬ 
sequence  would  be  a  reduction,  for  an 
indeterminate  period  of  time,  in  oil 
output.  The  underlying  motivations  of 
the  new  leadership  in  such  a  contin¬ 
gency  could  range  from  the  desire  to 
conserve  resources,  to  the  desire  to 
pressure  importers  to  act  on  some 
issue  of  interest  to  the  oil  exporter. 
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Accidents  and  Terrorist  or  Guerrilla 
Action 

There  is  a  high  probability  that  acts 
of  nature,  human  error,  or  deliberate¬ 
ly  targeted  terrorist  attack  will  inter¬ 
rupt  the  flow  of  oil  in  one  or  more  of 
the  oil  exporting  nations  during  the 
next  several  years. 

Interruptions  of  oil  supply  owing  to 
guerrilla  operations,  acts  of  terrorism, 
or  acts  of  nature  are  not  likely,  by 
themselves,  to  be  of  a  magnitude  and 
duration  which  would  result  in  severe 
economic  disruption  of  Free  World 
economies,  though  they  could  exert 
strong  upward  pressure  on  prices  in  a 
tight  world  oil  market.  Extensive  ter¬ 
rorist  action  against  key  oil  storage 
and  transportation  facilities  in  the 
Persian  Gulf  could,  in  particular,  sig¬ 
nificantly  affect  the  market  by  sub¬ 
stantially  reducing  oil  supplies  for  the 
time  required  to  put  those  facilities 
back  into  operation,  which  could  be 
several  months. 

Regional  War 

Recent  history  provides  many  exam¬ 
ples  of  practical  cooperation  among 
the  states  of  the  Persian  Gulf,  but 
there  are  a  number  of  regional  territo¬ 
rial  and  political  disputes  involving 
Middle  Eastern  oil  exporting  nations 
that  could  escalate  to  armed  conflict, 
including  insurrections,  guerrilla  wars, 
and  more  conventional  international 
wars.  The  concentration  and  physical 
vulnerability  of  production  and  trans¬ 
portation  facilities  in  the  area  are  so 
high  that  some  damage  to  facilities  is 
likely  to  occur,  resulting  in  a  decline  in 
oil  production  in  the  area  of  hostil¬ 
ities.  In  the  principal  Middle  Eastern 
oil  producing  nations  a  reduction  of 
production  by  one-fourth  would  have 
a  significant  impact  on  the  dependent 
Free  World  within  three  months  or  so. 

Communist  Countries 

At  present,  the  USSR  and  China  do 
not  have,  the  US  vulnerability  to  oil 
supply  interruption.  Both  countries 
are  net  exporters  of  petroleum.  In 
1977,  the  USSR  exported  more  than  3 
million  b/d.  almost  half  to  non-Com- 
munist  countries.  China  exported 
about  200.000  b/d  in  1977. 

The  Iranian  Situation 

The  interruption  of  Iranian  oil  pro¬ 
duction  and  exports  has  demonstrated 
the  vulnerability  of  oil  consumers  to 
disruptions  in  the  oil  exporting  na¬ 
tions.  Iran  has  produced  less  than  1 
million  b/d  since  late  December  1978, 
instead  of  the  5-6  million  b/d  that 
would  have  been  expected  under 
normal  circumstances.  The  shortfall 
has  been  only  partially  offset  by  other 
producers.  Saudi  Arabia  is  averaging 
about  1  million  b/d  more  than  would 
have  been  expected,  and  other  OPEC 
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producers  are  producing  about  1  mil¬ 
lion  b/d  above  the  level  anticipated. 

Spot  market  prices  have  climbed 
sharply  during  the  prolonged  cutoff  in 
Iranian  oil  supply,  prompting  several 
OPEC  members  to  increase  their  sell¬ 
ing  prices  over  and  above  the  increase 
in  1979  oil  prices  already  scheduled. 
Many  OPEC  countries  are  selling  in¬ 
creasing  quantities  of  crude  at  spot 
prices:  Saudi  Arabia  is  selling  part  of 
its  production  at  fourth  quarter  1979 
prices. 

Unless  substantial  Iranian  oil  pro¬ 
duction  and  exports  are  restored  or 
Free  World  oil  consumption  is  re¬ 
strained,  severe  market  pressures 
could  arise  as  early  as  second  quarter 
1979,  and  the  situation  could  become 
critical  by  the  winter  of  1979/80.  Com¬ 
panies  will  probably  hold  on  to  their 
stocks— many;  including  those  with 
relatively  little  dependence  on  Iran, 
have  already  cut  back  their  deliveries 
substantially— forcing  an  adjustment 
in  consumption.  This  process  would  in¬ 
clude  higher  prices  as  well  as  informal 
rationing  by  the  companies.  Govern¬ 
ment  conservation  measures  would 
probably  also  be  required. 

We  expect  a  tight  oil  situation  to 
continue  for  the  next  several  years. 
The  new  Iranian  leadership,  apparent¬ 
ly  intending  to  pursue  a  more  moder¬ 
ate  development  strategy  than  the 
Shah’s  regime,  probably  will  produce 
less  oil  than  in  the  past.  It  will  also 
support  OPEC  oil  price  hikes,  adding 
to  the  bargaining  strength  of  the 
OPEC  hawks.  Rising  prices,  of  course, 
will  restrain  oil  consumption,  but  at 
the  cost  of  reduced  economic  growth. 
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2.  The  decline  in  imports  is  due  primarily  to  increased  availability  of  Alaskan 
oil  during  first  half  1978.  Imports  for  the  entire  year  are  estimated  at  8.2 
million  b/d,  but  data  are  unavailable  by  source. 
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Assistant  Secretary  of  Defense, 

Washington,  D.C.  20301, 
February  26, 1979. 
Hon.  Robert  H.  Mundheim, 

General  Counsel,  Department  of  Treas¬ 
ury,  Washington,  D.C. 

Dear  Mr.  Mundheim:  This  is  in  re¬ 
sponse  to  your  February  6,  1979,  letter 
which  requested  Department  of  De¬ 
fense  comments  on  the  impact  of  oil 
imports  on  the  national  security  of  the 
United  States.  You  requested  our  com¬ 
ments  in  connection  with  an  investiga¬ 
tion  you  are  conducting  pursuant  to 
Section  232(b)  of  the  Trade  Expansion 
Act  of  1962.  This  letter  confirms  the 
conclusions  stated  in  our  classified 
report  to  you  on  this  subject  on  Sep¬ 
tember  12.  1978. 

The  Department  of  Defense  con¬ 
cludes  that  imports  of  petroleum  in 
current  quantities  make  us  vulnerable 
to  energy  supply  disruptions.  Such  dis¬ 
ruptions  could  threaten  the  national 
security  of  the  United  States.  We  base 
this  conclusion  on  analysis  of  two  as¬ 
pects  of  the  national  security:  the  po¬ 
tential  domestic  effects  of  disruption 
of  norma*  levels  of  petroleum  imports, 
and  the  way  in  which  foreign  govern¬ 
ments.  when  making  decisions  on  for¬ 
eign  affairs  and  defense  matters,  per¬ 
ceive  the  United  States'  dependence 
on  oil  imports.  These  analyses  are 
summarized  below. 

I.  Potential  Domestic  Effect  on  De¬ 
fense  Capability  Due  to  Disruption  of 
Normal  Levels  of  Petroleum  Imports 

We  evaluated  two  separate  factors: 
first,  the  risk  that  there  will  be  a  dis¬ 
ruption:  and  second,  the  domestic  ef¬ 
fects  that  will  ensue  if  there  is  a  dis¬ 
ruption. 

A.  Risk  of  disruption 

The  Department  of  Defense  has 
analyzed  the  risk  of  disruption.  We  are 
following  closely  the  impact  of  the 
various  situations  in  the  Middle  East 
on  the  nation's  petroleum  supply.  The 
concent  ration  of  oil  production  facili¬ 
ties  in  the  area  presents  the  major 
physical  risk.  This  creates  a  risk  of  in¬ 
terdiction.  or  even  the  risk  of  natural 
or  accidental  disturbances.  The  exten¬ 
sive  damage  in  the  Abq?yq  fires  in 
May  and  June  1977.  caused  by  acci¬ 
dent,  highlights  the  fragility  of  these 
facilities.  Destruction  of  key  facilities 
could  cause  major  interruptions  of  oil 
deliveries  to  the  U.S.  and  to  our  NATO 
and  Japanese  allies  which  would  ad¬ 
versely  affect  U.S.  and  Western  World 
political,  economic  and  military  secu¬ 
rity. 

Many  ideological  disputes  in  the 
Middle  East  have  the  potential  to  es¬ 
calate  to  armed  conflict  in  a  single 
country,  on  a  regional  scale,  within 
the  Middle  East*,  or  could  draw  in 
powers  outside  the  Middle  East.  Also, 
various  terrorist  groups  operate  in  the 


Middle  East  with  the  capability  to 
mount  an  attack  on  oil  production  or 
transportation  facilities.  We  estimate 
that  resumption  of  production  and  dis¬ 
tribution  of  oil  following  such  an 
attack  could  require  six  months  to  a 
year.  The  time  required  could  be  even 
longer  depending  on  the  availability  of 
specialized  personnel  and  repair  equip¬ 
ment  and  the  extent  of  the  destruc¬ 
tion. 

B.  Defense-related  results  of  disrup¬ 
tion 

A  disruption  which  threatens  the 
supply  of  fuel  to  the  military  has  pro¬ 
found  implications.  Secretary  of  De¬ 
fense  Harold  Brown  has  summarized 
the  problem  succinctly. 

“The  present  deficiency  of  assured 
energy  resources  is  the  single  surest 
threat  that  the  future  poses  to  our  se¬ 
curity  and  to  that  of  our 
allies.  .  .  Such  a  cut-off  could  grow 
from  conflict  between  others— as  in 
the  Middle  East  in  a  crisis  which  did 
not  involve  our  own  forces:  or  it  could 
be  directed  primarily  at  the  United 
States— as  in  a  war  in  which  our  adver¬ 
sary  interdicted  or  destroyed  our 
sources  of  foreign  supply.  Under 
either  condition,  until  we  lessen  the 
import  habit  we  are  terribly  vulner¬ 
able." 

Disruption  of  petroleum  imports  has 
a  direct  impact  on  the  economic  and 
political  security  of  the  United  States. 
The  impact  could  include  the  lack  of 
adequate  fuel  to  operate  industries,  in¬ 
creased  inflation  and.  ultimately, 
rising  unemployment.  Impacts  such  as 
these  affect  the  military  security,  be¬ 
cause  they  weaken  one  of  this  coun¬ 
try's  greatest  assets,  its  industrial  vi¬ 
tality.  The  Department  of  Defense 
relies  on  the  industrial  base  to  provide 
the  weapons  and  equipment  it  needs 
to  project  its  military  power  when  and 
where  needed  to  protect  the  national 
interests  of  the  United  Slates.  As  a 
result,  adverse  economic  conditions  in 
the  United  States  weaken  the  industri¬ 
al  base.  Reduction  of  oil  supplies  could 
cause  some  contractors,  upon  whom 
the  Department  of  Defense  relies,  to 
curtail  operations  altogether.  Other 
contractors  could  be  forced  to  limit 
their  operations  (e.g..  close  some 
plants)  in  a  way  that  would  make 
them  less  flexible  and  responsive  to 
Department  of  Defense  requirements. 

Preoccupation  with  domestic  eco¬ 
nomic  problems  could  result  from  a 
petroleum  import  disrupt  ion.  This  pre¬ 
occupation  could  cause  us  as  a  nation 
to  emphasize  a  solution  to  the  domes¬ 
tic  economic  dislocation  at  hand  at  the 
expense  of  longer  term  international 
interests. 

II.  Potential  Effect  on  Perceptions  of 
Other  Countries 

The  threatened  impairment  of  the 
national  security  must  be  assessed  not 
only  in  terms  of  the  domestic  capabili¬ 


ty  to  support  national  defense  needs 
as  we  discussed  above,  but  also  in 
terms  of  international  perceptions. 
Other  countries  make  decisions  on  for¬ 
eign  relations  and  defense  matters 
based  upon  their  perception  of  our 
strengths.  The  impact  of  petroleum 
import  restrictions  on  the  United 
States  could  alter  these  perceptions 
significantly  causing  them  to  misjudge 
U.S.  intentions.  Such  decisions  would 
affect  directly  the  security  of  the 
United  States. 

A.  Allied  and  uncommitted  nations 

The  substantial  dependence  of  the 

United  States  on  imported  oil  may 
strain  security  arrangements  with 
allies  and  may  make  productive  rela¬ 
tions  with  uncommitted  nations  about 
defense  matters  more  difficult.  Includ¬ 
ed  here  is  the  perception  on  the  part 
of  a  foreign  government  that  the 
United  States  may  be  unable  to  meet 
its  international  defense  commit¬ 
ments. 

B.  Hostile  nations 

The  national  security  also  is  affected 
by  how  hostile  nations  perceive  our  re¬ 
solve  and  ability  to  respond  effectively 
to  challenges.  Decisions  of  hostile  na¬ 
tions  which  could  entail  intervention 
in  the  affairs  of  or  aggressive  acts 
toward  other  nations  will  depend  as 
often  on  our  economic  health  and  the 
will  of  our  people  as  on  our  military 
capabilities.  Other  nations'  percep¬ 
tions  of  these  factors,  as  well  as  the 
objective  facts,  are  critical  to  the  na¬ 
tional  security. 

The  concerns  of  the  Department  of 
Defense,  as  expressed  above,  are  rein¬ 
forced  by  recent  developments.  The 
reality  of  the  current  problem  in  Iran 
underscores  the  potential  dangers  that 
our  reliance  on  petroleum  imports  has. 

If  I  can  be  of  further  help,  please  let 
me  know. 

Sincerely. 

Robert  B.  Pirie.  Jr.. 

Principal  Deputy  Assistant 
Secreta  ry  of  Defense  ( ME  A  EL ). 

4 

March  9.  1979. 

Hon.  W.  Michael  Blumenthal.  Secre¬ 
tary  of  the  Treasury.  Fifteenth 
Street  <£-  Pennsylvania  Avenue 
NW„  Washington,  D.C. 

Dear  Mr.  Secretary:  This  letter  is 
in  response  to  your  request  of  April  4, 
1978.  for  information  which  would 
assist  you  in  determining,  pursuant  to 
Section  232(b)  of  the  Trade  Expansion 
Act  of  1962,  as  amended,  whether  pe¬ 
troleum  and  petroleum  products  are 
being  imported  into  the  United  States 
in  such  quantities  or  under  such  cir¬ 
cumstances  as  to  threaten  to  impair 
the  national  security.  The  specific  in¬ 
formation  which  you  requested  is  con¬ 
tained  in  the  appendices  accompany¬ 
ing  this  letter. 
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In  addition,  I  have  included  an  ap¬ 
pendix  which  compares  the  data  chief¬ 
ly  relied  upon  during  the  1975  investi¬ 
gation  of  petroleum  imports  '  with  cur¬ 
rent  data.  That  comparison  reveals 
that  the  United  States  has  become 
even  .  more  dependent  on  foreign 
sources  of  oil  which  are  subject  to  the 
threat  of  interruption  than  in  1975 
when  the  conclusion  was  reached  that 
petroleum  and  petroleum  products 
were  being  imported  "in  such  quanti¬ 
ties  and  under  such  circumstances  as 
to  threaten  to  impair  the  national  se¬ 
curity.”  2 

In  the  intervening  period  the  United 
States  has  not  fully  achieved  a  capa¬ 
bility  to  avoid  the  serious  conse¬ 
quences  to  the  national  security  which 
would  result  from  a  significant  inter¬ 
ruption  in  imports  of  petroleum.  The 
Department  of  Energy  adopted  an  In¬ 
terim  Response  Plan  for  Petroleum 
Contingencies  in  June  1978  which  ad¬ 
dresses  the  use  and  interrelationship 
of  the  three  primary  classes  of  options 
the  DOE  currently  has  for  mitigating 
the  effects  of  a  petroleum  import  in¬ 
terruption.  Those  options  are: 

(1)  Drawdown  of  the  Strategic  Petro¬ 
leum  Reserve— In  June  1978  the  Con¬ 
gress  approved  DOE-proposed 
changes2  to  the  SPR  Plan  which  au¬ 
thorized  expansion  of  the  Reserve  to 
one  billion  barrels  from  the  previous 
target  of  500  million  barrels.  DOE  ex¬ 
pects  that  the  initial  target  of  248  mil¬ 
lion  barrels  in  SPR  storage  will  be  met 
by  the  end  of  1980.  In  view  of  the 
Iranian  situation,  however,  it  is  uncer¬ 
tain  whether  the  current  objective  of 
acquiring  10  million  barrels  a  month 
for  the  SPR  can  be  maintained.  As  of 
February  11.  1979  approximately  77 
million  barrels  had  been  delivered  to 
the  SPR  (See  Appendix  C).  Other 
than  the  limited  quantity  which  has 
been  placed  in  SPR  storage,  emergen¬ 
cy  supply  availability  is  limited  to  cur¬ 
rent  inventories,  domestic  and  interna- 


'Report  of  Investigation  of  Effect  of  Pe¬ 
troleum  Imports  and  Petroleum  Products 
on  the  National  Security  Pursuant  to  Sec¬ 
tion  232  of  the  Trade  Expansion  Act.  as 
amended.  Department  of  the  Treasury:  Jan¬ 
uary  13.  1975  <  Report  >. 

2  Id.  at  1. 

'Strategic  Petroleum  Reserve  Plan  -Ex¬ 
pansion  of  the  Strategic  Petroleum  Re¬ 
serve-Amendment  No.  2;  Energy  Action 
DOE  No.  1:  March  1978 


tional  stocks,  and  exports  from  coun¬ 
tries  which  decline  to  participate  in  a 
possible  future  embargo.  Those  stocks 
are  currently  being  drawn  down  due  to 
the  cessation  of  Iranian  exports  which 
further  limits  our  flexibility  to  with¬ 
stand  any  additional  interruption  in 
our  supply. 

(2)  Regulatory  Demand  Reduction 
and  Supply  Management— Current 
regulatory  measures  for  emergencies 
have  been  revised  and  are  in  the  final 
development  process.  These  include 
crude  and  product  allocation  and  pric¬ 
ing  regulations,  and  rationing  and  con¬ 
tingency  plans  (See  Appendix  B). 

(3)  International  Energy  Program- 
In  the  event  of  an  international 
supply  disruption,  the  International 
Energy  Program  (IEP)  is  designed  to 
coordinate  a  collective  response  of 
most  of  the  major  oil  importing  coun¬ 
tries,  including  the  United  States.  This 
could  ease  to  some  degree  the  effects 
of  an  embargo  directed  against  a 
single  member.  In  the  event  of  a  gen¬ 
eral  embargo  the  IEP  would  tend  to 
equalize  the  disruption  in  its  members’ 
imported  supplies  and  minimize  com¬ 
petition  for  the  available  supplies. 
Proposed  regulations  to  allow  the  Sec¬ 
retary  of  Energy  to  require  U.S.  oil 
companies  to  allocate  petroleum  inter¬ 
nationally  in  order  to  carry  out  U.S. 
obligations  under  Chapters  III  and  IV 
of  the  IEP  Agreement  were  published 
in  February  of  1978  and  a  public  hear¬ 
ing  was  held  in  June  of  1978.  Final 
regulations  are  in  the  process  of  being 
reviewed  internally  and  will  be  pub¬ 
lished  shortly. 

Recent  events  in  the  Middle  East 
have  underscored  our  vulnerability 
and  mandate  that  the  President  retain 
authority  to  adjust  imports  in  a 
manner  consistent  with  current  condi¬ 
tions.  Therefore,  the  conclusion  that 
petroleum  and  petroleum  products 
were  being  imported  "in  such  quanti¬ 
ties  and  under  such  circumstances  as 
to  threaten  to  impair  the  national  se¬ 
curity”,  reached  by  the  1975  national 
security  investigation  conducted  by 
the  Department  of  the  Treasury, 
clearly  remains  an  accurate  and  valid 
one. 

Sincerely. 

John  F.  O'Leary. 

Deputy  Secretary. 
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Appendix  B— Status  or  Regulatory  Supply 
Management  and  Demand  Restraint  Plans 

REGULATORY  SUPPLY  MANAGEMENT  AND  DEMAND 
RESTRAINT  PLANS 

Standby  Crude  Oil  Allocation  and  Price 

Regulations,  and  Refinery  Yield  Program 

Proposed  standby  regulations  were  pub¬ 
lished  in  the  Federal  Register  on  February 
10.  1978,  and  covered  the  following  regula¬ 
tory  programs: 

Standby  Crude  Oil  Allocation  Program. 

Emergency  Standby  Mandatory  Alloca¬ 
tion  Crude  Oil  Pricing  Program. 

Refinery  Yield  Control  Program. 

Public  hearings  were  held  in  June  1978, 
and  a  further  hearing  was  held  on  Septem¬ 
ber  26,  1978,  regarding  a  provision  for  the 
allocation  of  crude  oil  to  product  importers. 

The  final  standby  regulations  were  pub¬ 
lished  on  January  16,  1979,  and  further 
comments  were  requested  by  March  15. 

Standby  Product  Allocation  and  Pricing 
Regulations 

Standby  product  allocation  and  pricing 
regulations  were  promulgated  and  published 
in  a  Notice  of  Proposed  Rulemaking  in  the 
Federal  Register  in  July  1978.  Public  hear¬ 
ings  began  in  Washington,  D.C.  on  Septem¬ 
ber  12,  1978.  Following  the  review  of  com¬ 
ments  offered,  final  regulations  were  pub¬ 
lished  in  the  Federal  Register  on  January 
18,  1979.  Further  comments  were  requested 
by  March  15. 

Gasoline  Rationing 

Background.— Federal  planning  for  gaso¬ 
line  rationing  was  first  undertaken  in  the 
fall  of  1973  as  one  of  several  possible  re¬ 
sponses  to  declining  domestic  petroleum 
production  and  to  the  growing  dependence 
of  the  United  States  on  foreign  sources  of 
supply.  These  efforts  were  accelerated 
during  the  1973-74  embargo  and  implemen¬ 
tation  activities  were  initiated.  After  the 
embargo,  the  Federal  Energy  Administra¬ 
tion  decided,  in  1975.  to  complete  the  ration¬ 
ing  planning  process  begun  during  the  em¬ 
bargo.  and  a  draft  plan  was  prepared. 

In  December  1975,  Congress  passed  and 
the  President  signed  the  Energy  Policy  and 
Conservation  Act  (EPCA)  which  required 
among  other  things,  the  development  of  ^ 
gasoline  rationing  contingency  plan.  During 
early  1976,  the  FEA  prepared  a  draft  ration¬ 
ing  plan  to  meet  the  EPCA  requirement. 
Proposed  regulations  were  published  In  the 
Federal  Register  and  hearings  were  held  in 
several  cities.  In  January  1977,  the  rationing 
plan  was  prepared  for  submission  to  Con¬ 
gress.  After  the  current  Administration  as¬ 
sumed  office,  however,  it  was  decided  to 
delay  the  Congressional  review  process  until 
there  was  a  reevaluation  of  the  plan's  provi¬ 
sions. 

Current  Status.— The  reevaluation  of  the 
previous  rationing  plan  has  led  to  important 
changes  to  make  it  more  quickly  implemen- 
table  and  more  effective.  A  revised  plan  was 
published  in  proposed  form  in  the  Federal 
Register  of  June  28.  1978,  and  public  hear¬ 
ings  were  held  during  July  and  August,  re¬ 
sulting  in  over  1.000  oral  and  written  com¬ 
ments.  The  President  transmitted  the  plan 
to  Congress  on  March  1,  1979. 

Conservation  Contingency  Plans 

Background.— The  Energy  Policy  and 
Conservation  Act  of  1975  required  the  Ad¬ 
ministration  to  develop  conservation  contin¬ 


gency  plans  for  petroleum  emergencies.  Six 
such  plans  were  developed  during  the  previ¬ 
ous  Administration,  covering  the  areas  of: 

Heating,  cooling  and  hot  water  restric¬ 
tions; 

Commuter  parking  management  and  car¬ 
pooling  incentives; 

Weekend  gasoline  and  diesel  fuel  retail 
distribution  restrictions; 

Boiler  combustion  efficiency  require¬ 
ments; 

Restrictions  on  illuminated  advertising; 

Restrictions  on  certain  gas  lighting. 

These  plans  were  prepared  for  submission 
to  Congress  in  1976  but  were  withheld  by 
the  current  Administration  for  further  eval¬ 
uation  and  study. 

Current  Status.— On  March  1.  1979,  the 
President  submitted  the  following  plans  to 
the  Congress: 

Plan  No.  1 —Emergency  Weekend  Gasoline 
Sales  Restrictions.  This  program  would 
allow  DOE  to  prohibit  owners  or  operators 
of  retail  stations  from  dispensing  gasoline 
and  diesel  fuel  during  designated  weekend 
hours,  except  to  specified  commercial  and 
emergency  vehicles. 

Plan  No.  2— Emergency  Building  Tempera¬ 
ture  Restrictions.  Under  this  plan,  DOE 
could  impose  energy  reducing  heating,  cool¬ 
ing  and  hot  water  temperature  restrictions 
on  the  owners  and  operators  of  commercial 
and  public  buildings. 

Plan  No.  3 —Emergency  Advertising  Light¬ 
ing.  This  plan  would  allow  DOE  to  prohibit 
the  use  of  illuminated  advertising  signs 
except  for  those  necessary  during  business 
hours  to  identify  a  business  and  the  goods 
or  services  it  offers  and  to  direct  customers 
to  it. 

We  are  also  analyzing  and  evaluating  a 
number  of  new  contingency  conservation 
plans.  We  expect  to  complete  the  develop¬ 
ment  of  a  selected  group  of  these  additional 
plans  during  FY  1979. 


Appendix  C— Present  and  Projected  Quan¬ 
tities  of  Petroleum  Stored  in  the  Stra¬ 
tegic  Petroleum  Reserve 

The  Department  of  Energy  is  in  the  proc¬ 
ess  of  implementing  plans  for  the  storage  of 
an  initial  250  million  barrels  of  petroleum  in 
the  Strategic  Petroleum  Reserve  (SPR).  As 
of  February  11,  1979,  77,000,000  barrels  had 
been  delivered  to  the  SPR  and  it  is  expected 
that  a  goal  of  248  million  barrels  will  be  met 
by  the  end  of  1980.  However,  in  view  of  the 
Iranian  situation  it  is  uncertain  whether  the 
current  rate  of  fill,  which  is  10  million  bar¬ 
rels  a  month,  can  be  maintained.  DOE  plans 
currently  call  for  a  total  of  348  million  bar¬ 
rels  to  be  purchased  and  stored  by  the  end 
of  1981,  418  million  by  the  end  of  1982,  and 
524  million  by  the  end  of  1983.  The  Depart¬ 
ment  also  has  submitted  to  the  Congress,  in 
Energy  Action  DOE  No.  1,  May  1978.  a 
second  amendment  to  the  SPR  Plan,  this 
amendment  became  effective  in  June.  1978, 
and  provides  for  expansion  of  the  SPR  pro¬ 
gram  to  one  billion  barrels  of  petroleum,  to 
be  in  storage  by  1985;  however,  specific  im¬ 
plementation  plans  have  not  been  formulat¬ 
ed  nor  have  funding  decisions  been  made  as 
of  this  date. 

Appendix  D— Production  Projections  for 
New  and  Emerging  Technologies.* 

Production  of  energy  from  new  and  . 
emerging  energy  technologies  currently 
comprises  a  negligible  portion  of  domestic 
energy  needs.  In  the  near  future,  however, 
energy  production  from  solar,  wind,  and 
geothermal  sources  is  expected  to  provide  a 
small  but  increasingly  significant  contribu¬ 
tion  to  domestic  energy  self-sufficiency,  as 
the  following  table  illustrates: 


•These  projections  have  been  developed 
by  the  Energy  Information  Administration 
of  DOE.  Because  the  assumptions  upon 
which  the  projections  are  based  constantly 
change  and  are  subject  to  differing  interpre¬ 
tations.  the  data  expressed  herein  solely 
represent  the  conclusions  of  the  Energy  In¬ 
formation  Administration. 


Production  Limits  for  New  and  Emerging  Technologies 
(Trillions  of  Btu  Per  Year] 


Synthetic  Fuels: 

Shale  Oil . . . 

Syncrude  &  liquid  boiler  fuels  from  coal 

High  Btu  coal  gas _ _ _ .... _ _ _ 

Medium  Btu  coal  gas .................................. 

Methanol  (from  coal) _ _ _ 

Solid  Waste  Conversion  7 . . . 


Subtotal........ . . 

Geothermal  Central  Electric  1  *. 
Dispersed _ ....................... - 

Subtotal . 

Central  Electric  Technologies: 

Wind  Systems  1 . 

Photovoltaic  &  Solar  Thermal .. 
Ocean  Thermal  ............................. 

Biomass  or  electricity  1 . 

Low  Med  Btu-Combined  1  Cycle 


Subtotals  . . 

Dispersed  Technologies  Solar  &  Wood  Heat  Si  Cooling  of  bldgs. 

Photovoltaic ........... _ .......... _ ......... - ........... - .... 

Wind _ 


Subtotals  *. 


1965 

-0 

Lowest 

Highest 

Lowest 

Highest 

of  limit 

of  limit 

of  limit 

of  limit 

106 

106 

106 

425 

68 

68 

68 

275 

91 

91 

365 

365 

0 

0 

340 

340 

0 

0 

0 

33 

0 

120 

0 

400 

(265) 

(385) 

(879) 

(1.838) 

73 

73 

194 

194 

6 

10 

10 

30 

(79) 

<83> 

(204) 

(224) 

1 

1 

7 

7 

2 

2 

14 

14 

1 

1 

6 

6 

9 

12 

18 

30 

0 

0 

0 

250 

(13) 

(16) 

(45) 

(307) 

27 

32 

66 

104 

0 

0 

1 

2 

1 

2 

5 

20 

(28) 

(34) 

(72) 

(126) 
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Production  Limits  for  New  and  Emerging  Technologies  -Continued 
[Trillion*  of  Btu  Per  Year) 


1935  1990 


Lowest 
of  limit 

Highest 
of  limit 

Lowest 
of  limit 

Highest 
of  limit 

Industrial  <te  Arig: 

20 

50 

60 

250 

100 

200 

200 

500 

(1201 

(250) 

(260) 

(750) 

2 

5 

15 

40 

To'al  . . . 

507 

773 

1.475 

3.285 

(7071 

(1.013* 

(2.025) 

(4.413) 

Oil  Equivalent  iMMB/Dl  . 

330 

477 

953 

2.077 

The  amounts  shown  are  technically  possible  and  on  a  case  bv  case  bases  economically  possible,  but  in 
an  integrative  analysis  the  technologies  here  noted  frequently  do  not  enter  the  forecast  in  the  amounts 
shown. 

The  solid  waste  conversion  figures  are  highly  uncertain  and  are  currently  being  reviewed. 

'The  amounts  shown  for  centralized  electricity  is  the  heat  value  of  the  electricity  produced.  An  esti¬ 
mate  of  the  heat  value  of  the  possible  fuel  saved  to  generate  the  same  amount  of  electricity  can  be  ob¬ 
tained  by  multiplying  the  figures  shown  by  3. 

'It  is  estimated  that  one-half  the  energy  saved  by  these  dispersed  technologies  Is  electricity.  The  heat 
value  of  the  fuel  saved  in  electricity  generation  can  be  estimated  by  taking  one  half  of  the  figure  shown 
and  multiplying  it  by  3. 

The  adjusted  total  is  an  estimate  of  heat  value  of  gas  and  oil  saved  by  using  the  new  technologies  at 
the  limit  shown.  The  adjustment  for  heat  losses  In  electricity  generation  is  included  in  these  figures. 

The  oil  equivalent  figure  is  shown  for  the  adjusted  totals.  It  was  computed  assuming  5.82  >  1.000.000 
Btu  per  barrel  of  crude  oil. 


Appendix  E— Impact  of  the  Curtailment  oe 
Iranian  Exports,  "the  Outlook  for  the 
Implementation  of  the  international 
Energy  Agreement's  Emergency  Oil 
Supply  Program.”  and  the  Outlook  for 
Additional  Oil  Imports  from  Mexico 

Shortages  Created  by  the  Iranian  Situa¬ 
tion.  The  political  situation  in  Iran  has  re¬ 
sulted  in  a  net  reduction  in  world  oil  pro¬ 
duction  of  approximately  2  million  barrels 
per  day  compared  with  the  level  of  late 
1978  On  the  basis  of  the  percentage  of  reli¬ 
ance  upon  imports  alone,  the  United  States' 
share  of  the  shortfall  would  be  approxi¬ 
mately  500  000  barrels  per  day.  If  the  Inter¬ 
national  Energy  Agreement  were  triggered, 
the  shortfall  could  be  apportioned  ultimate¬ 
ly  on  the  basis  of  total  petroleum  demand. 
In  that  event,  the  U.S.  share  of  the  shortfall 
could  increase  to  approximately  800.000  bar¬ 
rels  per  day. 

The  Iranian  situation  underscores  the 
danger  to  national  security  of  excessive  con¬ 
sumption  of  oil  and  consequent  undue  de 
per.der.ee  upon  imported  petroleum. 

The  Outlook  for  Implementing  IEA  Shar¬ 
ing  Plans.  The  IEA  Governing  Board  will 
meet  on  March  1-2,  1979.  to  review  the 
impact  of  the  Iranian  situation  and  to  dis¬ 
cuss  appropriate  policy  responses  designed 
to  reduce  consumption,  increase  production, 
encourage  fuel  switching,  and  ensure  equita¬ 
ble  allocation  of  available  production. 

It  does  not  now  appear  that  the  emergen¬ 
cy  oil  supply  program  will  be  fully  imple¬ 
mented.  Aggregate  oil  supplies  available  to 
It  A  countries  have  not  fallen  seven  percent 
below  consumption  in  the  base  period, 
which  would  trigger  the  emergency  sharing 
mechanism.  A  limited  sharing  program 
could  be  triggered  if  oil  supplies  to  any 
single  member  country  fall  7  percent  below 
its  base  period  consumption.  Three  or  four 
countries  are  possible  candidates  for  such 
selective  triggering.  If  an  individual  country 
did  trigger  the  emergency  sharing  mecha¬ 
nism.  it  would  be  required  first  to  reduce  its 
oil  consumption  by  7  percent. 


A  voluntary  commercial  redirection  of  oil 
supplies  is  already  underway  which  should 
help  distribute  available  supplies  to  accom¬ 
modate  the  more  severely  affected  coun¬ 
tries. 

The  Outlook  for  Additional  Oil  Imports 
from  Mexico.  Mexican  oil  production  is  cur¬ 
rently  approximately  1.5  million  barrels 
daily  of  which  some  500.000  b/d  are  being 
exported.  The  United  States  receives  about 
80-90  percent  of  Mexican  oil  exports.  Mexi¬ 
co’s  production  efforts  are  substantial  but  it 
is  unlikely  that  oil  production  can  be  in¬ 
creased  significantly  in  the  near  term 
beyond  the  levels  already  targeted.  Mexico’s 
end  of  1980  production  goal  is  2.2  million  b/ 
d.  with  exports  of  about  1.1  million  b/d. 
Beyond  1980.  oil  production  levels  will  be 
determined  by  the  Mexican  Government; 
President  Lopez  Portillo  has  recently  sug¬ 
gested  the  pace  of  future  development  will 
be  somewhat  slower  than  previously  expect¬ 
ed. 

Appendix  P— The  Impact  of  the  NEA  on 
the  Reduction  of  U.S.  Oil  Imports 

The  National  Energy  Act  is  principally  a 
longer  term  program  that  does  not  have 
large  potential  for  reducing  oil  imports  in 
1979-80.  The  principal  near  term  impact  will 
be  through  the  Natural  Gas  Policy  Act, 
which  has  created  a  national  market  for 
natural  gas  and  made  available  to  the  inter¬ 
state  market  substantial  volumes  of  gas  that 
is  surplus  to  the  demands  of  the  intrastate 
markets.  If  the  full  potential  were  realized, 
the  import  reduction  could  be  a  few  hun¬ 
dred  thousand  barrels  per  day.  In  the  short 
term,  however,  there  are  institutional  and 
other  constraints  that  will  prevent  realiza¬ 
tion  of  the  maximum  potential.  The  acts  re¬ 
lating  to  Conservation,  Utility  Rate  Reform. 
Coal  Conversion,  and  Energy  Tax  Credits 
will  have  a  relatively  small  impact  'n  1979 
and  1980. 

For  the  longer  term,  it  is  projected  that 
the  National  Energy  Act  will  reduce  the 
demand  for  imports  in  1985  by  2.5  to  3  mil¬ 
lion  barrels  per  day.  Nevertheless.  1985  im¬ 
ports  of  petroleum  are  expected  to  be  be¬ 
tween  9  0  and  10.0  million  barrels  per  day. 


Thus,  while  the  NEA  is  a  significant  step  in 
the  right  direction,  it  will  not  alone  solve 
the  energy  and  economic  problem  of  heavy 
dependence  upon  imports. 

Appendix  G— Comparison  of  Current  Data 
With  the  Data  Utilized  in  the  1975 
Report  of  Investigation  of  Effect  of  Pe¬ 
troleum  Imports  and  Petroleum  Prod¬ 
ucts  on  the  National  Security 
1.  Percent  or  Domestic  Energy  Consumption  by 
Primary  Energy  Typ* 


19 75  Current 

Report  Data' 


46% 

48% 

25% 

18% 

4% 

4% 

31% 

18% 

.  4% 

1% 

2.  Crude  On 

5Pom.(TinN 

A.  World . 

B.  OPEC . 

C  Communist  Countries  ... 
D.  U.S . 

197S 

Report 

55 

30 

11 

8.8 

Current 

Data 

*62.9 

*31.6 

" - ) 

*8.7 

3  Domestic  Petroleum  Product  Demand 


197 5  Current 

Report  Data 
16.3  *18.7 

4.  Crude  and  Product  Imports 

1975  Current 

Report  Data 

5.8  ‘8.1 

5.  Imports  as  a  Percent  or  Domestic  Petroleum 
Demand 

1975  Current 

Report  Data 

35.6 %  ’43.4% 

6.  Direct  Crude  and  Product  Imports  from  OPEC 

1975  Current 

Report  Data 

3.5  ‘5.5 

7.  Indirect  Crude  and  Product  Imports  from 
OPEC 

1975  Current 

Report  Data 

.85  *1.2 

8.  Percentage  or  Total  Petroleum  Imports 
Originating  in  OPEC 

•  19 75  Current 

Report  Data 


A.  Direct .  60%  67.9% 

B.  Indirect .  15%  14.8% 

C.  Total _  75%  82.7% 


9.  Percentage  of  Domestic  Petroleum  Demand 

Originating  in  OPEC 

7975  Current 

Report  Data 

25%  35.8% 

10.  Imports  from  Major  Western  Hemisphere 

Producer/Suppliers 

1975  Current 

Report 


Data1* 

A.  Canada . 1.0  .45 

B.  Venezuela  < OPEC) _  1.1  .62 

C.  Mexico .  (,r)  .31 

D.  Totai  as  a  percent  of 

imports . 36%  17% 


(All  numbers  are  in  Millions  of  Barrels  Per  Day 
unless  otherwise  noted  i 

The  source  for  the  following  data  is  the 
Monthly  Energy  Review:  February  1978, 
published  by  the  Department  of  Energy: 

'Numbers  equal  less  than  100%  due  to 
rounding— Average  for  1978. 

2  November  1978. 

3  Ibid. 

‘Average  for  1978. 

1 Ibid. 

• Ibid . 
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’Average  for  1918;  DOE  not  account  for 
refinery  loss  of  processing  imported  crude. 

'Average  for  first  eleven  months  of  1978. 

9  Average  for  first  five  months  of  1978. 

"  Average  for  first  eleven  months  of  1978. 

"No  comparable  date  immediately  availa¬ 
ble. 

"Not  reported. 

5 

Washington.  D.C.,  February 
9.  1979. 

Dear  Mr.  Mundheim:  I  am  replying 
to  your  letter  of  February  6.  request¬ 
ing  the  review,  and  if  needed,  revision 
of  my  April  3.  1978  letter  to  you  re¬ 
garding  the  impact  of  oil  imports  on 
the  national  security  of  the  United 
States. 

I  have  reviewed  the  earlier  ex¬ 
change.  and  conclude  that  the  com¬ 
ments  contained  in  my  April  3  letter 
are  still  current,  and  are  responsive  to 
the  specific  questions  posed  in  your 
letter  of  March  27.  1978. 

You  further  requested  the  Depart¬ 
ment's  views  on  the  impact  of  the 
recent  cessation  of  Iranian  oil  exports 
on  the  national  security,  pursuant  to 
Section  232(b)  of  the  Trade  Expansion 
Act  of  1962.  The  Iranian  situation  has 
underscored  the  serious  implications 
of  our  dependence  upon  foreign  sup¬ 
pliers  for  nearly  one-half  of  all  petro¬ 
leum  and  petroleum  products  con¬ 
sumed  in  the  United  States.  It  further 
reinforces  our  judgment,  as  stated  in 
my  letter  of  April  3,  that  oil  and  oil 
products  are  being  imported  into  the 
United  States  in  such  quantities  and 
under  such  circumstances  as  to  threat¬ 
en  to  impair  the  national  security  of 
the  United  States. 

Sincerely. 

Richard  N.  Cooper, 
Under  Secretary  of  State 
For  Economic  Affu  i rs. 

Department  of  State 

Washington,  D.C., 
April  3. 1978. 

Mr.  Robert  H.  Mundheim.  The  Gener¬ 
al  Counsel  of  the  Treasury.  Wash¬ 
ington,  D.C. 

Dear  Mr.  Mundheim:  I  am  respond¬ 
ing  to  your  March  27  letter  to  Secre¬ 
tary  Vance  requesting  the  views  of  the 
State  Department  as  to  whether  oil  or 
oil  products  are  being  imported  into 
the  United  States  in  such  quantities  or 
under  such  circumstances  as  to  threat¬ 
en  to  impair  the  national  security  of 
the  United  States. 

Notwithstanding  the  economic  dis¬ 
ruption  sulfcred  by  the  United  States 
as  a  direct  consequence  of  the  1973-74 
oil  embargo  and  owing  to  the  massive 
price  increases  which  came  in  its  wake, 
our  dependence  on  imported  oil  has 
been  increasing.  Last  year,  the  United 
States  depended  upon  imports  of  pe¬ 
troleum  and  petroleum  products  to 
meet  almost  50  percent  of  domestic 


demand.  Forty-seven  percent  of  our 
crude  oil  imports  came  from  the  Arab 
nations  which  imposed  the  embargo, 
and  another  40  percent  came  from 
non- Arab  members  of  the  market- 
dominating  Organization  of  Petroleum 
Exporting  Countries  (OPEC). 

Thus,  the  United  States  remains  vul¬ 
nerable  to  interruptions  in  the  supply 
of  imported  oil  and  to  substantial 
price  increases  which  could  severely 
disrupt  our  economy.  Furthermore,  it 
is  our  view,  and  that  of  major  OPEC 
producers  and  our  allies,  that  a  con¬ 
tinuation  of  the  current  trend  in 
United  States  imports  eventually 
could  be  a  major  factor  in  creating  a 
seller's  market  for  internationally 
traded  oil,  increasing  the  possibility  of 
large  oil  price  increases.  Such  in¬ 
creases  would  not  only  affect  the 
United  States  economy  directly,  but 
seriously  damage  the  prospects  for  the 
growth  and  stability  of  the  world  econ¬ 
omy. 

It  is  true  that  there  are  other  coun¬ 
tries  which  are  even  more  heavily  de¬ 
pendent  on  imported  oil  as  a  source  of 
energy  than  is  the  United  States.  How¬ 
ever,  their  role  in  the  maintenance  of 
world  peace  and  global  security  is  less 
than  that  of  the  United  States,  and 
they  have  less  potential  than  do  we  to 
increase  their  energy  production. 
They  also,  like  the  United  States,  feel 
a  great  sense  of  unease  at  their  depen¬ 
dence  on  imported  petroleum,  and 
their  sense  of  vulnerability  is  height¬ 
ened  when  they  see  the  degree  to 
which  the  United  States,  the  leader  in 
the  NATO  Alliance,  relies  so  heavily 
on  outside  sources  of  crude  oil. 

The  following  are  our  comments  on 
the  five  specific  points  you  asked  us  to 
address: 

1.  Our  treaty  obligations,  particular¬ 
ly  those  that  relate  to  mutual  security, 
require  the  United  States  to  be  able  to 
conduct  an  effective  defense  of  its  own 
interest  and  to  make  an  effective  con¬ 
tribution  to  the  defense  of  its  allies. 
Heavy  dependence  on  imported  oil  can 
create  doubts  about  our  ability  to  sus¬ 
tain  prolonged  conflicts  and  assist  our 
allies  in  an  optimum  way. 

2.  It  is  our  view  that  the  current  oil 
import  situation  impairs  our  ability  to 
achieve  our  foreign  policy  objectives, 
both  economic  and  political,  in  ways 
that  are  spelled  out  in  this  letter. 
Moreover,  the  way  in  which  we  deal 
with  this  situation  is  widely  regarded 
by  other  countries  as  a  test  of  United 
States  leadership  and  determination 
to  play  a  constructive  role  in  interna¬ 
tional  relations. 

3.  The  International  Energy  Agen¬ 
cy's  oil  sharing  program,  particularly 
when  the  full  amount  of  the  oil  stocks 
it  contemplates  is  in  place,  can  signifi¬ 
cantly  lessen  the  impact  of  potential 
supply  disruptions  on  us  and  our 
allies.  Nevertheless,  even  when  the 


United  States  strategic  Petroleum  Re¬ 
serve  is  full,  it  can  only  delay  the 
impact  of  a  prolonged,  severe  shortage 
of  oil  and  is  not  designed  to  offer  pro¬ 
tection  against  the  effects  of  abrupt 
price  increases.  In  recognition  of  this, 
the  members  of  the  International 
Energy  Agency  have  adopted  a  sepa¬ 
rate  objective  of  reducing  the  group's 
projected  dependence  on  imported  oil 
to  no  more  than  26  million  barrels  a 
day  by  1985.  Currently,  owing  in  large 
part  to  projections  of  oil  imports  by 
the  United  States  on  the  basis  of  cur¬ 
rent  policies,  achievement  of  that  ob¬ 
jective  is  endangered. 

4.  Both  the  Soviet  Union  and  China 
are  net  oil  exporters.  The  United 
States,  dependent  on  far-flung  lines  of 
supply  and  foreign  sources  for  a  large 
percentage  of  its  needs,  is  at  an  obvi¬ 
ous  strategic  disadvantage. 

5.  Our  high  level  of  oil  import  de¬ 
pendence  has  contributed  substantial¬ 
ly  to  a  current  account  deficit  that  has 
reduced  international  confidence  in 
the  dollar.  This  in  turn  has  created 
unwonted  difficulties  in  achieving  the 
maximum  degree  of  international  co¬ 
operation  to  further  our  objective  of 
promoting  a  stable,  balanced  recovery 
of  the  world  economy  from  the  pres¬ 
ent  severe  recession. 

In  sum,  it  is  our  overall  judgment 
that  oil  and  oil  products  are  being  im¬ 
ported  into  the  United  States  in  such 
quantities  and  under  such  circum¬ 
stances  as  to  threaten  to  impair  the 
national  security  of  the  United  States; 
effective  action  is  required  to  remedy 
this  situation. 

Sincerely. 

Richard  N.  Cooper, 
Acting  Secretary. 
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POTENTIAL  ECONOMIC  IMPACTS  OF  A  PARTIAL  OIL 
EMBARGO 

U.S.  DEPARTMENT  OF  TRANSPORTATION 
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SECTION  I— INTRODUCTION 

An  embargo  is  assumed  that  cuts  off 
3  million  barrels  of  imported  oil  per 
day  for  a  six-month  period,  accounting 
for  approximately  15.7  percent  of  cur¬ 
rent  consumption. 

The  economic  impacts  are  examined 
under  two  scenarios: 
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1.  Petroleum  consumption  is  reduced 
15.7  percent  in  all  sectors  of  the  econo¬ 
my. 

2.  All  the  reduction  of  3  million  bar¬ 
rels  per  day  is  concentrated  in  person¬ 
al  auto  use. 

Neither  of  these  scenarios  represents 
an  optimum  allocation  of  petroleum 
products;  they  reflect  a  pessimistic 
forecast  of  the  economic  impact  of  two 
extreme  allocation  policies.  The  im¬ 
pacts  could  probably  be  reduced  by  an 
improved  allocation  policy;  drawdown 
of  stocks  of  petroleum  products  and 
substitute  fuels;  increases  in  domestic 
production  of  fuels;  and  further  con¬ 
servation.  However,  it  should  be  re¬ 
membered  that  it  is  difficult  to  change 
institutional  patterns  of  energy  con¬ 
sumption,  production  and  distribution 
in  the  short  term,  especially  without 
warning  and  careful  advance  planning. 
Therefore,  the  results  presented  here 
may  be  realistic  for  a  disruptive  period 
following  a  sudden  embargo. 

Background  information  on  trends 
in  the  consumption  of  petroleum  prod¬ 
ucts  and  other  fuels,  domestic  produc¬ 
tion  of  oil,  and  oil  imports  is  presented 
in  Table  1.  It  may  be  noted  that  total 
energy  consumption  has  been  growing 
somewhat  slower  than  real  GNP;  how¬ 
ever,  based  on  data  for  the  first  five 
months  of  1978,  total  energy  consump¬ 
tion  may  grow  at  about  the  same  rate 
as  GNP  in  1978.  The  consumption  of 
petroleum  products  has  been  growing 
as  fast  or  faster  than  the  GNP  for  sev¬ 
eral  years  (reflecting  a  sharp  decrease 
in  the  production  of  natural  gas  w  hile 
coal  production  has  kept  pace  with 
GNP  growth)  but  has  siowred  in  1978. 
Oil  imports  have  been  increasing  dra¬ 
matically  until  1978  as  a  result  of  a 
sharp  decline  in  domestic  production 
of  oil.  However,  imports  of  oil  have  de¬ 
clined  in  1978  largely  reflecting  the  in¬ 
crease  in  domestic  supply  from  Alaska. 
In  fact,  for  the  first  six  months  of 
1978  crude  oil  imports  declined  14  per¬ 
cent,  compared  to  the  same  six 
months  a  year  earlier. 
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TABLE  1.  CONSUMPTION  OF  PETROLEUM  PRODUCTS  BY  BECTOR 
AND  SELECTED  ENERGY  INDEXES 


.j 

Estimated 

CATEGORY 

1973 

1974 

mi 

1876 

1»77 

1978 

1979 

78:4-79:1 

Thousands  of  Barrels  Per  Dev 

Industrial* 

3145 

3091 

2(58 

3112 

3393 

3444 

3838 

3541 

Residential  and  Commercial 

3500 

3207 

3011 

3301 

3802 

3553 

3751 

3652 

Transportation6 

•131 

1181 

•957 

•430 

•746 

•907 

10162 

10035 

Electric  Utilities 

1532 

1467 

1389 

'  1520 

1709 

1103 

1647 

1825 

Total 

17308 

16653 

16322 

17443 

16350 

18707 

19398 

19C53 

Oil  Imports  (crude  and  products) 

6256 

•112 

•056 

7313 

1744 

7938C 

— 

— 

Indexes:  19*3  *  100 

Real  GNP  (Constant  1 9?2  dols.) 

100.0 

•8.6 

•7.4 

103.2 

108.3 

112.7 

117.7 

— 

Enerev  Consumotion 

Total  Energy 

100.0 

•7.5 

•4.7 

•6.8 

101.8 

106.1 

- 

- 

Petroleum  Products 

100.S 

tD.l 

mieZ 

100.8 

106.0 

108.1 

112.1 

— 

Coal 

100.0 

•7.5 

•6.6 

103.5 

106.3 

- 

- 

- 

Natural  Gas 

100.0 

•6.5 

•8.6 

•0.4 

•7.1 

— 

— 

— 

Enenrv  Supplv 

Crude  Oil,  Domestic 
Production 

100.0 

•5.3 

•1.0 

•1.3 

•14 

95.2 

Oil  Imports  (crude  and 
products) 

100.0 

•7.7 

•6.8 

116.9 

139.1 

126.9^ 

- 

- 

^Includes  agriculture,  mining,  construction,  mod  manufacturing . 
t 

Includes  military  operations . 
e Avar agt  for  January  through  June  197 1. 

* Mesas  on  January  through  June  1979. 

Source:  Monthly  tnargy  Marie*.  Aogvst  1979,  Energy  Inform cion  Adminletre • 

tion,  0.9.  Ospertsmat  of  Energy,  Survey  of  Current  Mu  tineas, 
carious  issues,  Eurssu  of  Economic  Analysis,  0.9.  Oepertsmat  of 
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SECTION  II— IMPACTS  ON  GNP 

A  reduction  of  15.7  percent  in  the 
consumption  of  petroleum  products  in 
all  sectors  (the  first  scenario)  would 
tend  to  reduce  GNP  in  the  short  term 
by  a  like  percentage  if  no  conservation 
was  possible,  no  fuel  substitution  was 
possible,  no  sustained  drawdown  of  pe¬ 
troleum  stocks  was  possible,  and  the 
mix  of  products  and  services  demand¬ 
ed  in  the  economy  remained  the  same. 
This  follows  since  petroleum  products 
are  an  essential  input,  directly  or  indi¬ 
rectly.  to  all  industries  in  the  econo¬ 
my.  and  a  balanced  level  of  production 
among  intermediate  and  final  prod¬ 
ucts  would  settle  down  to  the  reduced 
level.  The  full  effects  would  occur 
with  a  one-  to  two-month  lag  as  fuel  in 
transit  and  working  stocks  were  de¬ 
pleted. 

Freight  transportation  w'ould  be  af¬ 
fected  by  essentially  the  same  percent¬ 
age  as  all  other  sectors  of  the  economy 
in  this  worst  case  assumption.  The 
demand  for  discretionary  travel,  how¬ 
ever,  would  probably  decline  more 
than  the  15.7  percent  drop  postulated, 
due  to  a  reduction  in  incomes  and  an 
increase  in  uncertainty  with  respect  to 
future  incomes.  Discretionary  travel.' 
largely  by  auto,  is  estimated  to  ac¬ 
count  for  about  12  percent  of  total  pe¬ 
troleum  consumption.  If  this  travel  is 
cut  voluntarily  by  33  percent  (due  to 
income  declines)  which  seems  reason¬ 
able,  then  petroleum  products  would 
be  freed  up  for  use  elsewhere  in  the 
economy,  resulting  in  a  reduction  of 
only  13.4  percent  in  the  remainder  of 
the  economy. 

Some  conservation  would  be  possible 
in  industry,  transportation  (in  addi¬ 
tion  to  discretionary  travel),  and  com 
mercial  use  without  reducing  output 
or  economic  activity.  Households 
might  be  persuaded  to  reduce  con¬ 
sumption  for  space  heating  and  other 
uses.  It  is  estimated  that  these  sectors 
could  absorb  on  the  average  a  5  per¬ 
cent  decrease  in  consumption,  without 
decreasing  output.  Therefore,  an  8.4 
percent  reduction  in  output  is  estimat¬ 
ed  to  occur  in  all  sectors,  except  those 
associated  with  discretionary  auto 
driving,  increasing  to  this  level  over  a 
one  to  two  month  period. 

A  best  estimate  is  an  8.4  percent  re¬ 
duction  in  the  GNP  over  a  six-month 
period  for  the  scenario  under  which  a 
15.7  percent  drop  in  oil  consumption  is 
assumed  without  any  formal  alloca¬ 
tion  system  or  drawing  down  of  petro¬ 
leum  industry  stocks  of  oil  and  other 
fuels.  Again,  it  should  be  pointed  out 


'Discretionary  travel  accounts  for  about 
40  percent  of  all  auto  vehicle  miles.  It  in¬ 
cludes  all  social  and  recreational  driving  and 
about  a  third  of  family  business  driving. 
These  estimates  are  reported  in  the  Nation¬ 
al  Personal  Transportation  Study,  House¬ 
hold  Travel  in  the  United  Slates,  Report  No. 
7.  December  1972. 


that  this  is  a  pessimistic  forecast,  and 
the  results  could  possibly  be  mitigated 
through  some  of  the  steps  discussed  in 
the  next  section. 

The  second  scenario  under  which  all 
of  the  reduction  would  be  concentrat¬ 
ed  in  personal  auto  would  mean  a  52 
percent  reduction  in  auto  usage,  but 
only  about  a  1.2  percent  reduction  in 
GNP  over  the  six-month  period.  Even 
if  all  discretionary  driving  is  eliminat¬ 
ed.  a  20  percent  reduction  in  commuta¬ 
tion  and  business  use  would  be  needed 
to  accommodate  the  3  million  barrel 
per  day  reduction  in  petroleum 
demand.  The  effect  on  the  tourist  and 
recreational  industry  would  be  major. 
Hotels  and  motels  would  probably  lose 
over  25  percent  of  their  business.  Auto 
service  stations  and  repair  shops 
would  probably  suffer  revenue  losses 
of  up  to  50  percent.  The  impact  on 
auto  sales  could  be  severe  in  the  short 
term,  but  the  losses  would  probably  be 
largely  recouped  later.  The  effect  on 
GNP  is  estimated  at  about  a  1.2  per¬ 
cent  annual  rate  over  the  six-month 
period  (see  Section  V).  This  GNP  loss 
would  affect  some  establishments 
more  severely  than  others.  Lodging 
and  eating  establishments  located  in 
tourist  areas  would  suffer  extensive 
losses  w  hile  establishments  in  business 
areas  would  realize  only  minor  losses. 

SECTION  III— POSSIBLE  MITIGATION  OF 
IMPACTS 

The  impacts  under  the  first  scenario 
could  probably  be  reduced  by  one  or 
more  of  several  actions  that  might  be 
feasible: 

1.  drawdown  of  stocks  of  petroleum 
products: 

2.  drawdown  of  stocks  of  other  fuels 
to  substitute  for  petroleum  use; 

3.  higher  conservation  in  the  resi¬ 
dential  and  commercial  sector  for 
space  heating  and  cooling:  and 


4.  higher  reduction  in  consumption 
in  energy  intensive  industries. 

Drawdown  of  petroleum  industry 
and  user  stocks  (crude  and  products) 
might  be  feasible  up  to  200  million 
barrels.  This  would  be  from  safety  and 
cyclical  stocks  estimated  at  600  million 
barrels  normally.1  However,  a  large 
drawdown  of  these  stocks  would  inevi¬ 
tably  lead  to  imbalances  in  specific  lo¬ 
cations.  Over  recent  years,  including 
the  1973-74  embargo  period,  the  maxi¬ 
mum  drawdown  in  these  stocks  over  a 
few-months  period  has  been  around 
200  million  barrels.  To  achieve  this 
much  drawdown  by  design  would  prob¬ 
ably  entail  very  close  scheduling  in  the 
transportation  and  distribution 
system.  A  drawdown  of  this  amount 
would  significantly  mitigate  the  neces¬ 
sary  reduction  in  petroleum  consump¬ 
tion  across-the-board.  Under  the  15.7 
percent  across-the-board  reduction  in 
consumption  scenario,  the  GNP 
impact  might  be  reduced  to  about  2 
percent  (from  the  8.4  percent  best  esti¬ 
mate  without  a  drawdown  of  petro¬ 
leum  stocks,  see  Section  II). 

Scenario  2  concentrates  the  reduc¬ 
tion  in  petroleum  use  in  automobile 
travel  for  both  discretionary  and  busi¬ 
ness  uses.  Under  this  scenario  the 
GNP  would  be  reduced  by  about  1  per¬ 
cent  from  the  impacts  on  auto  related 
industries  (see  Section  V).  If  conserva¬ 
tion  in  other  sectors  of  the  economy 
and  industry  stock  drawdown  were  en¬ 
couraged.  the  GNP  impacts  could  be 
reduced  and  the  cutbacks  in  discre¬ 
tionary  driving  could  be  brought  down 
to  46  percent  from  100  percent  and  the 
cutbacks  in  business  travel  would  be 
limited  to  the  5  percent  savings  from 
conservation.  Table  2  presents  a  sum¬ 
mary  of  the  effects  of  various  mitiga¬ 
tion  efforts  on  each  Scenario. 


'See  Appendix  A. 


Table  2.— Mitigation  of  Impacts  on  Gross  National  Product  1978:4-1979:1 
[Barrels  per  day  in  thousands) 

Scenario  1  Scenario  2 

across-the-board  personal  auto  reduction 
reduction  only 

Barrels  per  Percent 1  Barrels  per  Percent’ 
day  day 


Total  petroleum  cutback _ _  3.000  15.7  3.000 

Mitigation  of  GNP  reduction 


Demand  reduction  from  discretionary  travel _ _ _ _  762  .  2,308 


Demand  reduction  required  from  other  sectors . 

Demand  reduction  from  business  travel . 

.  2.238 

13.4 

692  . 

692 

1.18 

837  . 

837  . 

Shortfall . 

Drawdown  lrom  industry  stocks . 

.  1.401 

.  1,111  .... 

8.4 

0 . 

1,111 

Shortfall . 

Excess  supply  available  from  conservation  and 
drawdown . 

.  290 

stock 

.  0  .... 

1.7 

0 . 

’1.948  . 

1  Reduction  in  total  GNP  after  each  mitigation  effort. 

'Reduction  in  total  GNP. 

’In  Scenario  2  the  petroleum  available  from  industry  stock  drawdown  and  conservation  could  be  used 
to  eliminate  the  reduction  in  business  travel  and  .cut  the  reduction  in  discretionary  travel  to  1052  TBD  <46 
percent  of  discretionary  travel  demand)  and  thus  the  GNP  impact  could  be  reduced  to  about  0.5  percent. 
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TABLE  J.  -  ESTIMATED  1»78  TRANSPORTATION’  CONSUMPTION 
ur  PETROLEUM  PRODUCTS 


Thousand  of  Barrels  Per  Dav 

Petroleum 

Diesel 

Residual 

Jet 

Av. 

Products 

Gasoline 

Pue’ 

Oil 

Pue: 

Gas 

AU  Mote 

nil: 

7115.0 

1187.8 

111.4 

•63.3 

$1.6 

Railroaefc 

*•3.0 

HX0 

Water  Mote 

$41.5 

$0.0 

112.1 

381.4 

Domestic  Freight 

211.3 

45.0 

171.3 

Internationa:  Freigi-t 

236.1 

28.0 

108.1 

Comme-eia:  Fishing  Boats 

38.7 

3.8 

35.1 

Recreation  Boats 

$0.4 

46.4 

4.0 

|  Highwav  Total 

7135.5 

7145.0 

790.5 

j  Auto  (and  persona.’  truck  > 

5770.8 

5770.8 

Truck 

2091.5 

1349.9 

741.6 

For  Hire 

Local 

$1.5 

47.7 

10.8 

Intercity 

Private 

473.8 

•  6.9 

406.7 

Local  Freign 

JJ3.8 

231.2 

4.7 

Intercity  Freight 

31X9 

112.6 

201.3 

Non-Freigrt 

112.5 

•00.2 

112.3 

Government 

•7.1 

•1.3 

$.8 

Buses 

Intercity 

184 

17.7 

Transit 

31.4 

.3 

31.1 

Private 

23.4 

23.3 

.1 

School 

18  8 

18.7 

.1 

Other 

4.8 

4.6 

0.0 

Pipelines 

12.3* 

12.3* 

Aviation 

•94  9 

•63.3 

31.6 

Commercial  Aviation 

•47.1 

•44.0 

3.1 

General  Aviation 

47.8 

lt.3 

28  5 

lfy2  data,-  more  energy  eonauard  by  piptlintt  It  natural  fa*  or  electricity. 

Sourest:  RoirtJiltf  Mntm  trv ify .  0 .5 .  Arpartaest  of  Sasrpy.  August  1971; 

lit!*/*,-  Sttr strict.  O.S.  Osptrtmant  of  TitnMpon.tr. Ion,  various 
issues ;  ■ontlilM  Report  of  Cm ic  11  nr  islet .  Sthyl  Corporation 
7 .  —  1~, cf  Aajjroaf  fartr.  187?  nod  prelininary 
edition,  Association  of  Aavrlcar;  SsllroaSi;  Aviation 
fertfuti,  I97t~lt7f  and  It7f~ltl0  prtJutiotry  edition,  PA*.  PS. 
Ptjirtw.i;  of  Pranaporation;  and  tnsrou  Consumption  bv 
fttntpontrion  mode,  report  submitted  Ay  Jtci  Peucett  Associates, 
■ay  J»?J  to  OST,  P.S.  Dtptnmmnt  of  transportation . 

11 


Drawdown  of  natural  gas  and  coal 
stocks  might  also  be  feasible  and,  to 
the  extent  that  these  fuels  could  be 
substituted  for  oil,  would  reduce  the 
impacts  further. 

It  should  be  kept  in  mind  that  a 
drawdown  of  either  stocks  of  petro¬ 
leum  or  other  fuels  would  have  the 
effect  of  spreading  the  impact  over  a 
longer  time  frame  than  the  six-month 
period  and  at  a  lower  rate  of  impact. 
These,  stocks  would  need  to  be  replen¬ 
ished  after  the  embargo  and  the 
extent  to  which  stock  replenishment 
would  affect  the  economy  would  be  de¬ 
termined  by  the  rate  at  which  supplies 
would  be  available  after  the  embargo. 
In  a  case  where  the  supply  rate  re¬ 
quired  for  stock  replenishment  could 
be  obtained  in  addition  to  the  supply 
rate  for  normal  petroleum  demand, 
the  impacts  would  not  carry  over  into 
the  post-embargo  period. 

In  the  future  the  Strategic  Petro¬ 
leum  Reserve  (SPR)  could  provide 
some  additional  relief.  When  the  re¬ 
serve  is  filled,  it  is  designed  to  satisfy 
all  petroleum  requirements  above  the 
domestic  production  for  a  125  day 
period.  The  current  fill  is  about  35  mil¬ 
lion  barrels.  Estimates  for  the  fill  by 
December  1980  range  from  a  base  case 
of  325  million  barrels  to  a  maximum 
achievable  under  an  accelerated  pro¬ 
gram  of  465  million  barrels.  The  long 
range  goal  is  1  billion  barrels.  As  the 
current  supply  would  account  for  less 
than  two  weeks  of  the  shortfall  as¬ 
sumed  in  this  study,  the  SPR  is  not 
considered  in  the  analysis. 

Higher  cut  backs  in  residential  and 
commercial  consumption  for  space 
heating  and  other  uses  would  probably 
be  possible  only  with  stringent  ration¬ 
ing  and  controls  over  consumption 
since  a  significant  reduction  has  al¬ 
ready  been  postulated  (13.4  percent 
under  the  assumptions  of  the  first 
scenario). 

Higher  cut  backs  in  energy  intensive 
industries  probably  do  not  hold  much 
promise  since  these  are  generally  basic 
industries  upon  which  the  rest  of  the 
economy  is  dependent.  Some  higher 
cut  back  might  be  possible,  by  deplet¬ 
ing  the  inventories  of  the  products  of 
these  industries,  for  a  limited  time  and 
still  maintain  balanced  production  in 
the  remainder  of  the  economy. 

SECTION  IV— IMPACTS  ON 

TRANSPORTATION  MODES 

A  cutoff  of  a  specified  amount  of 
present  crude  oil  and/or  petroleum 
product  imports  would  affect  transpor¬ 
tation  modes  in  two  ways,  as  trans¬ 
porters  of  the  crude  oil  and  petroleum 
products  and  as  consumers  of  petro¬ 
leum  products.  The  estimated  con¬ 
sumption  of  petroleum  products  b^y 
mode  is  presented  in  Table  3. 


TRANSPORTATION  MODES  AS  TRANSPORT¬ 
ERS  OP  CRUDE  OIL  AND  PETROLEUM 

PRODUCTS 

Forced  curtailments  in  imports  of 
crude  oils  and/or  petroleum  products 
would  reduce  the  quantities  of  these 
products  that  have  to  be  transported. 
Some  highlights  of  the  kinds  of  im¬ 
pacts  that  might  be  expected  on  dif¬ 
ferent  modes  are  as  follows: 

International  Water 

Virtually  all  crude  oil  and  petroleum 
product  imports  except  those  from 
Canada  enter  the  U.S.  via  water.  Thus 
a  50  percent  cutback  in  imports  would 
cause  a  comparable  percentage  reduc¬ 
tion  in  the  tonnage  output  required. 
Most  crude  oil  is  carried  on  foreign 
flag  vessels.  These  may  be  owned  by 
U.S.  based  multinational  corporations. 
It  seems  likely  that  the  reductions 
would  not  be  made  proportionately  by 
port  of  entry  but  adjusted  so  that  sup¬ 
plies  of  crude  to  refineries  would  be 
kept  in  balance  and  so  that  the  re¬ 
quirements  for  further  transport  of 
the  refined  products  could  be  mini¬ 
mized.  Specifically  this  would  mean 


that  a  higher  percentage  of  the  im¬ 
ports  would  be  focused  on  PAD  I 
(Northeast- Atlantic  Coast  Area)  since 
this  region’s  refineries  receive  over 
90%  of  their  crude  from  foreign 
sources. 

Domestic  Water 

The  domestic  water  earners  provide 
significant  service  in  the  transporta¬ 
tion  of  petroleum  products  and  also 
crude  oil.  It  is  expected  that  the  trans¬ 
portation  requirements  placed  on  the 
transportation  of  crude  oil  and  petro¬ 
leum  products  would  be  reduced  some¬ 
what  less  than  the  reduction  in  overall 
petroleum  product  demands.  For  ex¬ 
ample,  transportation  requirements 
for  Alaskan  oil  would  not  be  reduced 
and  could  be  expanded  if  more  of  the 
oil  was  shipped  over  water  to  Gulf  and 
East  Coast  ports.  Also  for  petroleum 
products  most  production  based  on  do¬ 
mestic  oil  is  located  away  from  con¬ 
sumption  areas  while  for  imports  the 
refineries  which  use  this  crude  are  lo¬ 
cated  close  to  consumption  areas. 

In  1976  about  60  percent  of  crude  oil 
and  petroleum  product  ton  miles  in 
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domestic  water  were  handled  by  pri¬ 
vate  carriers.  In  these  cases  most  of 
the  economic  impacts  of  the  loss  of 
business  in  transporting  these  prod¬ 
ucts  would  be  part  of  the  total  impact 
on  the  petroleum  companies  which 
own  most  of  the  vessels.  The  remain¬ 
ing  40  percent  are  provided  by  for-hire 
carriers.  They  are  likely  to  be  special¬ 
ized  carriers  and  therefore  could  indi¬ 
vidually  be  singificantly  impacted  by- 
curtailed  business. 

Pipelines 

Pipelines  may  be  divided  along  the 
line  of  the  products  carried,  crude  oil 
vs.  petroleum  products  although  many 
companies  are  engaged  in  carrying 
both  these  goods  though  in  separate 
lines.  The  pipelines  serve  to  carry- 
crude  oil  from  coastal  import  landing 
areas  to  inland  refinery  locations  and 
from  areas  of  excess  domestic  crude 
production  to  other  areas  for  refining. 
Individual  pipelines  which  carry  im¬ 
ported  crude  might  therfore  face  a  re¬ 
duction  in  throughput  while  those 
which  transport  domestic  oil  might 
not. 

Petroleum  product  flows  would  also 
be  cut  as  a  result  of  the  decreased  im¬ 
ports.  Overall  pipeline  flow  decreases 
might  approximate  the  overall  15.7 
percent  average  decline  in  petroleum 
product  consumption. 

Trucking 

Trucks  are  involved  in  the  final  de¬ 
livery  of  most  motor  fuels  and  distil¬ 
late  fuels  for  heating.  These  compa¬ 
nies  would,  therefore  suffer  a  loss  in 
business  that  might  be  proportional  to 
the  overall  percentage  reduction  in  pe¬ 
troleum  product  consumption  if  the 
reduction  is  made  proportionally 
across  the  board.  The  total  effect  on 
the  industry  would  be  similar  under 
both  scenarios,  as  in  each  case  the 
demand  reduction  is  3  million  barrels 
per  day.  However,  scenario  2  concen¬ 
trates  this  reduction  in  auto  use  (52 
percent  reduction  in  scenario  2  vs.  21 
percent  in  scenario  1)  and  thus,  those 
industry  segments  that  typically  deliv¬ 
er  motor  fuels  would  suffer  greater 
losses  than  other  segments  of  the 
trucking  industry.  Carrying  these 
products  apparently  accounted  for 
about  8  percent  of  trucking  intercity 
ton-miles  in  1972. 

TRANSPORTATION  AS  USERS  OF 
PETROLEUM  PRODUCTS 

As  users  of  petroleum  products  in  a 
partial  embargo  situation,  transporta¬ 
tion  modes  will  be  balancing  reduced 
demands  for  their  services  vs.  reduced 
fuel  availabilities  to  see  whether  they 
will  be  able  to  provide  the  demanded 
services  with  the  available  fuels  or 
whether  lack  of  fuels  might  constrain 
their  output.  The  ability  to  reduce 
fuel  use  without  affecting  output  is 


likely  to  differ  significantly  across  the 
modes,  for  instance  those  that  tend  to 
operate  at  low  load  factors  (as  most  of 
the  passenger  modes  do)  should  be 
able  through  rescheduling  to  accomo¬ 
date  the  desired  pasenger  travel, 
though  at  some  inconvenience  due  to 
the  rescheduling  with  significantly 
lower  energy  consumption.  This  can 
cause  other  disruptions  such  as  em¬ 
ployee  layoffs. 

Among  the  freight  modes  the  load 
factors  are  higher,  and  the  scheduling 
problems  more  complicated  (especially 
for  trucks)  and  there  could,  therefore, 
be  less  opportunity  for  retaining 
output  levels  while  reducing  energy- 
consumption. 

The  last  section  of  this  report  which 
reviews  the  impacts  of  the  1973-1974 
embargo  may  also  be  helpful  to  give  a 
feel  for  the  type  of  modal  impacts 
that  might  be  expected. 

SECTION  V— IMPACT  ON  AUTO  TRAVEL 
RELATED  INDUSTRIES 

The  impact  on'  GNP  and  employ¬ 
ment  would  be  minimized  by  concen¬ 
trating  the  reduction  in  oil  consump¬ 
tion  more  heavily  in  pei^onal  auto. 
However,  this  would  have  very  serious 
impacts  on  a  number  of  auto  travel  re¬ 
lated  industries. 

In  Scenario  1  GNP  is  reduced  by 
$10.2  billion  in  auto  related  industries 
or  approximately  0.49  percent  of  total 
GNP  measured  at  annual  rates.  The 
largest  reduction  in  terms  ‘of  total 
GNP  is  in  auto  repair  services  where 
GNP  is  reduced  by  $2.5  billion  (annual 
rate).  The  reduction  is  about  21  per¬ 
cent  of  the  Gross  Product  Originating 
(GPO)1  of  this  sector.  Gasoline  service 
stations  and  eating  and  drinking 
places  cut  GNP  by  $1.9  billion  and  $1.7 
billion  respectively. 


•Gross  Product  Originating  (GPO)  is  the 
portion  of  GNP  contributed  by  each  sector 
of  the  economy  The  sum  of  GPO  across  all 
sectors  is  GNP. 


Scenario  2  results  in  $24.8  billion,  or 
1.18  percent,  cut  in  GNP  at  annual 
rates.  The  actual  dollar  reduction 
tvould  be  approximately  half  the  re¬ 
duction  of  the  annual  rate  as  shown  in 
Table  4.  Auto  repair  services  are  again 
the  most  heavily  affected  sector  cut¬ 
ting  total  GNP  by  $6.2  billion.  Re¬ 
duced  activity  in  gasoline  service  sta¬ 
tions  reduce  GNP  by  $4.6  billion.  The 
hotel  and  lodging  industry  derives 
about  thirty  percent  of  its  revenue 
from  pleasure  as  opposed  to  business 
and  convention  customers.  Of  these 
approximately  80  percent  arrive  by 
private  auto.  Only  40  percent  of  the 
business  and  convention  customers 
arrive  at  their  lodging  via  private  auto. 
This  translates  into  a  GNP  reduction 
of  $3.5  billion  from  a  100  percent  cut¬ 
back  in  discretionary  auto  use  and  a  20 
percent  cutback  in  other  auto  use.  The 
food  and  beverage  industries  also  rely 
heavily  on  tourist  purchases.  In  1970 
about  15  percent  of  food  and  bever¬ 
ages  purchased  away  from  home  were 
purchased  more  than  50  miles  from 
home.  Of  all  trips  of  100  miles  or  more 
made  in  1976.  the  private  auto  was  the 
primary  mode  for  72.3  percent  of 
them.  The  cutback  in  auto  use  reduces 
the  contribution  to  GNP  from  the 
food  and  beverage  industry  by  about  7 
percent  of  $4.4  billion. 

The  impacts  on  the  auto  related  in¬ 
dustries  are  based  on  driving  cutbacks 
of  21  percent  in  Scenario  1  and  52  per¬ 
cent  in  Scenario  2.  Fuel  conservation 
and  industry  stock  drawdown  could 
reduce  the  GNP  impacts  somewhat.  In 
Scenario  1,  this  available  fuel  would 
probably  be  employed  in  the  manufac¬ 
turing  sector  and  would  have  only  a 
minor  effect  on  total  GNP  reductions 
in  the  auto  related  industries.  Howev¬ 
er.  in  Scenario  2.  this  fuel  would  be 
available  to  auto  users  and  could  cut 
the  GNP  impact  by  more  than  50  per¬ 
cent. 


Tablk  4 —Estimated  Reduction  in  Gross  Product  Originating  bv  Sector  Resulting  From  the 
Impact  on  Auto  Trai'el  Related  Industries  of  a  Partial  Oil  Embargo 

[Annual  Rates] 


Reduction  In  GPO 

Sector 

1978 

GPO 

Scenario  1 

Scenario  2 

by  industry 
Millions  $ 

Millions  $ 

Percent 

Millions  $ 

Percent 

Motor  vehicle  dealers . 

.  9.338 

934 

100 

1.868 

200 

Other  auto  and  accessory  dealers. 

.  4.988 

1.047 

21  0 

2.593 

52.0 

Auto  repair  services . 

.  11.914 

2.502 

21.0 

6.195 

52.0 

Gasoline  service  stations . 

.  8.820 

1.852 

21.0 

4.586 

52.0 

Motor  vehicle  manufacturing . 

.  8.339 

834 

100 

1.668 

20  0 

Eating  and  drinking  places . 

.  63.233 

1.660 

2  6 

4.391 

6.9 

Hotels  and  other  lodging  places ... 

_  11.333 

1.326 

11.7 

3.467 

30.0 

Total . 

10.161 

0  49 

24.786 

•1  18 

'  Based  on  a  Gross  National  Product  of  $2,095  billion. 

Scenario  I:  21  percent  reduction  in  overall  auto  use;  33  percent  reduction  in  the  use  of  auto  for  discre¬ 
tionary  auto  travel;  and  a  13.4  percent  reduction  in  the  use  of  auto  for  all  other  purposes. 

Scenario  2:  52  reduction  in  overall  auto  use:  100  percent  reduction  In  use  of  auto  for  discretionary  auto 
travel:  and  a  20  percent  reduction  in  the  use  of  auto  for  all  other  purposes. 
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Other  impacts  not  considered  could 
include  the  effect  on  construction  of 
vacation  homes  and  real  estate  values 
in  recreational  developments.  These 
impacts,  along  with  the  impact  on  new 
car  sales,  could  be  dramatic  initially 
but  probably  could  be  recouped  later  if 
there  were  confidence  that  the  embar¬ 
go  would  be  lifted.  It  should  also  be 
noted  that  some  establishments  will  be 
impacted  more  than  others  and  the 
revenues  for  some  resort  hotels  could 
be  reduced  by  as  much  as  80  percent. 

SECTION  VI— IMPACTS  OF  THE  1973-74 
EMBARGO 

The  oil  embargo,  which  was  imposed 
October  18,  1973,  by  the  Organization 
of  Petroleum  Exporting  Countries,  re¬ 
mained  in  effect  until  March  18.  1974. 
By  the  first  quarter  of  1974,  there  was 
an  estimated  shortfall  of  3.1  million 
barrels  per  day  in  petroleum  products, 
or  15.1  pel-cent  of  total  anticipated 
consumption. 

Table  5  presents  data  measuring  the 
imports  of  petroleum  products  just 
prior  to  and  during  the  embargo. 
During  the  months  just  prior  to  the 
embargo  and  before  the  embargo  im¬ 
pacted  on  actual  deliveries,  imports 
were  running  approximately  2.1  mil¬ 
lion  barrels  per  day  above  the  previous 
year.  As  the  embargo  took  effect,  im¬ 
ports  fell  to  approximately  1  million 
barrels  below  the  same  month  a  year 
earlier. 

Table  5.—  U.S.  petroleum  imports 
[thousand  barrels  per  day] 


Dale  Total  Total  one  Change 

imports  year  before  from 
previous 
year 


Aug.  24.  1978 .  5.767  3.649  2.1 18 

Sepl.  21.  1973 .  6.291  4.170  2.121 

Oct  19.  1973  .  6.720  4.594  2,126 

Nov.  16.  1973 .  6.639  4.531  2.108 

Feb  1.  1974.. . .  5.200  6.538  -  1.338 

Feb.  8.1974 .  4.446  5.353  907 

Feb.  15.  1974  .  4.578  5.707  1.129 

Feb.  22.  1974 .  4.933  5.900  -  967 

Mar.  1. 1974  .  5.211  6.354  1.143 

Mar  22.  1974 .  5.502  6.627  1.125 


Source:  Oil  and  Gas  Journal 

Federal  policies,  aided  by  market 
forces,  were  designed  to  minimize  the 
impact  of  the  embargo  on  the  Gross 
National  Product.  This  is  illustrated  in 
Table  6  by  estimates  of  the  extent  of 
the  shortfall  in  required  energy  expe¬ 
rienced  by  major  segments  of  the 
economy. 

Table  6.— The  distribution  of  embargo  oil 
shortfall  on  the  sectors  of  the  economy 

Household  and  commercial .  17% 


Industrial .  5% 

Transportation .  17% 

All  sectors .  15% 


Source:  The  Economic  Impacts  of  an  Interruption 
in  United  States  Petroleum  Imports:  I97S-2000, 
Office  of  Naval  Research.  Department  of  the  Navy, 
November  1974. 

The  Federal  Energy  Administration 
estimated  that  the  overall  impact  of 


the  embargo  on  the  economy  resulted 
in  a  reduction  in  projected  GNP  of  1.2 
to  2.5  percent,  below  its  anticipated 
level. 

As  noted  in  Table  6,  the  embargo 
had  a  substantial  impact  on  both  com¬ 
mercial  and  non-commercial  transpor¬ 
tation.  The  following  are  some  indica¬ 
tions  of  the  extent  of  this  impact. 

A  utomobile 

During  the  embargo  the  consump¬ 
tion  of  gasoline  in  autos  decreased  by 
approximately  8  percent,  as  a  result  of 
the  higher  prices  and  the  inconve¬ 
nience  of  queuing  to  get  gasoline  when 
compared  to  the  previous  years  con¬ 
sumption.  Had  consumption  continued 
to  grow  at  its  previous  rate,  auto  fuel 
use  would  have  been  approximately  14 
percent  higher  than  the  embargo 
levels.  Based  on  a  survey  conducted  in 
the  summer  of  1974,  in  Portland, 
Oregon,  an  estimate  was  made  of  the 
effect  of  the  embargo  on  the  behavior 
of  families  with  automobiles.  Table  7 
identifies  the  extent  to  which  these 
families  changed  their  modal  use  pat¬ 
tern  due  to  the  embargo. 

Table  7 .—Effect  of  the  1973-74  embargo  on 
the  use  of  autos  by  urban  families  in  Port¬ 
land,  Oregon 

Type  of  change  Percent  of 

families 


No  change . . 52 

Switch  to  other  modes .  26 

Reduced  auto  travel . . . ........ _  18 

Miscellaneous  mode  changes . .  4 


Table  b.— Sales  of  motor  gasoline— 
Continued 


Quarter 

1973  1974 

(Millions  of 
gallons) 

Percent 

change 

1973-74 

in . 

25.709 

25,296 

-  1.6 

IV . . 

24.120 

24.413 

-1.2 

Total . . 

97.705 

95.24) 

-2.5 

Source:  Yearly  Report  of  Gasoline  Sales.  Ethyl 
Corporation.  1974. 


Trucking 

Trucking  was  also  severely  affected 
by  the  embargo.  This  was  illustrated 
by  a  strike  of  owner-operators  which 
began  on  January  31.  1974,  due  to  sev¬ 
eral  circumstances  resulting  from  the 
embargo,  including  the  lowering  of  the 
speed  limit  to  55  miles  per  hour,  the 
sharp  rise  in  the  price  of  fuel,  and  the 
general  scarcity  of  fuel  which  forced 
many  drivers  to  chase  from  truck  stop 
to  truck  stop  to  obtain  fuel.  Approxi¬ 
mately  100.000  workers  were  reported¬ 
ly  laid  off  due  to  the  truckers’  strike. 

Due  to  the  increase  in  the  cost  of 
fuel  between  May  1973  and  February 
1974,  and  partially  in  reaction  to  the 
independent  operators'  stoppage,  the 
ICC  allowed  a  6  percent  fuel  surcharge 
for  general  commodity  regulated  carri¬ 
ers.  This  surcharge  was  strongly  con¬ 
tested  by  many  of  the  industries 
which  rely  on  trucking  for  the  move¬ 
ment  of  their  manufactured  products. 


Railroad 


Source:  Boris  W.  Becker,  et  al„  ‘'Behavior  of  Car 
Owners  During  the  Gasoline  Shortage,"  Traffic 
Quarterly,  July  1976. 

The  decline  in  the  use  of  autos  se¬ 
verely  impacted  on  the  auto  industry. 
General  Motors'  sales  dropped  by  5.6 
percent.  Ford's  fell  by  13.8  percent 
and  Chrysler  declined  by  19  percent 
during  the  first  ten  days  of  November 
1973.  In  December,  there  were  week- 
long  shutdowns  of  16  GM  plants, 
while  Chrysler  closed  7  of  its  plants  in 
January,  putting  more  than  38,000  em¬ 
ployees  out  of  work. 

The  decline  in  the  use  of  autos  is 
also  reflected  in  the  reduced  sales  of 
motor  gasoline.  As  indicated  in  Table  8 
sales  in  the  first  quarter  of  1974  were 
approximately  7.9  percent  below  the- 
same  quarter  a  year  earlier.  While 
sales  improved  through  the  rest  of  the 
year,  they  did  not  exceed  the  1973 
levels  until  the  third  quarter  of  1974. 

Table  8 .—Sales  of  motor  gasoline 


The  use  of  passenger  service  and 
freight  service  increased  during  the 
embargo.  Commodities  transported  by 
rail  reached  a  record  845  billion  ton- 
miles  in  1973,  or  nearly  9  percent  over 
the  previous  record.  The  increased  use 
of  rail  obviously  resulted  in  higher  op¬ 
erating  revenues,  though  the  more 
than  50  percent  increase  in  fuel  prices 
from  the  previous  year  severely  im¬ 
pacted  on  the  financial  position  of  the 
railroads.  In  February  of  1974,  the  In¬ 
terstate  Commerce  Commission  per¬ 
mitted  interim  increases  in  rates  of  4 
percent  to  offset  the  increased  cost  Of 
fuel  and  wages. 

The  availability  of  operating  fuel 
was  also  a  problem  for  railroads. 
While  there  was  an  increase  in  the  use 
of  rail  service,  this  industry  was  limit¬ 
ed  to  100  percent  of  current  needs  for 
fuel  consumption  for  the  movement  of 
fuel  and  passengers,  and  110  percent 
of  the  1972  level  for  the  movement  of 
other  commodities. 


1973  1974  Percent 

Quarter _ change 

(Millions  of  1973-74 
gallons) 


I  . .  22.945  21.129  -7.9 

II  .  24.931  24.403  -2.1 


Maritime  Industry 

Even  though  bunker  oil  was  not  sub¬ 
ject  to  fuel  allocation  controls  several 
shipping  lines  took  action  to  reduce 
their  consumption  of  bunker  oil.  Sea- 
Land  Service  took  four  ships  out  of 
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service,  Sea-Train  laid  up  two  ships, 
while  Matson  Navigation  Co.  curtailed 
service  of  one  vessel.  Trans-American 
Trail  and  United  States  Lines  reduced 
the  speeds  of  some  of  their  vessels  to 
conserve  on  fuel.  Energy  conservation 
was  also  achieved  through  rationaliz- 
tion,  which  is  the  procedure  by  which 
sailing  are  spaced  on  a  given  trade  to 
maximize  the  utilization  of  ship  capac¬ 
ity. 

Airlines 

Airlines  were  severely  affected  by 
the  embargo.  Initially,  the  mandatory 
allocation  program  limited  the  fuel 
consumption  of  airlines  to  their  1972 
levels,  which  was  approximately  10 
percent  below  requirements.  To  meet 
this  situation,  airlines  competing  in 
the  same  markets  agreed  on  reduction 
in  capacity.  American,  TWA,  and 
United  agreed  to  reduce  capacity  in  20 
major  markets  through  the  cancella¬ 
tion  of  82  flights  in  15  markets  and 
down-grading  equipment  in  the  re¬ 
maining  areas. 

As  the  embargo  continued  and  wors¬ 
ened,  the  President  called  for  the  fur¬ 
ther  reductions  in  the  consumption  of 
fuel  by  air  service.  Table  9  identifies 
the  extent  of  the  reductions  requested 
below  1972  consumption  levels. 

Table  9 .—Requested  reduction  in  fuel 
consumption  below  1972  levels 


Type  of  Air  Service  Percent 

Reduction 

Domesl  ic  Trunk .  15 

Local  Service  Carriers . .  10 

Internal  ional  Carriers .  1 5 

Commercial  and  Industrial  Users .  10 

Business  and  Executive  Users .  20 

Personal,  Pleasure,  and  Instructional ......  30 


Source:  Unpublished  memoranda.  Transportation 
Systems,  Center.  U.S.  Department  of  Transporta¬ 
tion.  May  21.  1975. 

By  December,  400  daily  domestic 
flights  were  cut  from  the  original 
13.800  scheduled. 

Layoffs  were  widespread  in  the  in¬ 
dustry  by  January  7,  1974.  Table  10 
identifies  the  extent  of  the  employ¬ 
ment  cuts. 

Table  io.-  Layoffs  bp  selected  domestic 
carriers  due  to  the  embargo  as  of  January  7, 
1974 


Airlines  Number  of 

Employees 

Eastern _ _.... . .  3 . 800 

TWA _  3.300 


Airlines  Number  of 

Employees 

American .  3.100 

Pan  American  ... _ _ _ .... _  1.000 

Continential . .  732 

Frontier .  550 

United .  970 

Northwest ...................................  129 


Source:  Unpublished  memoranda.  Transportation 
Systems  Center,  U.S.  Department  of  Transpora- 
tion.  May  21.  1975. 

Paul  R.  Ignatius,  president  of  the 
Air  Transportations  Association  of 
America  described  the  plight  of  the 
airlines  during  the  embargo.  He  noted 
that  from  Novemeber  1973  until  the 
fuel  allocation  program  took  full 
effect,  the  airlines  had  furlough  15,000 
employees,  cancel  \2,200  daily  depar¬ 
tures  and  ground  125  aircraft. 

Fuel  costs  for  domestic  airlines, 
which  rose  only  13  percent  in  the  five 
year  period  from  1967  to  1972.  Jumped 
approximately  20  percent  from  De¬ 
cember  1973  to  January  1974  and  by 
March  were  47  percent  higher  than  a 
year  earlier. 

Appendix  A— Availability  of 
Petroleum  Stocks 

Since  1972  the  petroleum  industry 
has  normally  maintained  petroleum 
stocks  of  between  1,000  and  1,225  mil¬ 
lion  barrels.1  A  report  prepared2  for 
the  Department  of  Energy's  Office  of 
Strategic  Petroleum  Reserves  (SPRO) 
estimates  that  for  April  1977  stocks  av¬ 
eraged  1.120  million  barrels  and  were 
made  up  as  follows: 


Operat  inn  Inventory: 

Safety  Stock .  233  million  barrels 

Cycle  Stock .  391  million  barrels 

Seasonal  Inventory: 

Seasonal  Stock .  90  million  barrels 

Storage  Tank  Bottoms .  104  million  barrels 

Unavailable  Inventory: 

Equipment  Fill .  1  million  barrels 

Pipeline  Fill .  267  million  barrels 

In  transit  (non-pipeline .  35  million  barrels 


Total  1.121  million  barrels 


Exhibit  1  schematically  illustrates 
the  volume  of  the  petroleum  industry 
and  shows  how  crude  and  oil  products 
fill  that  volume  over  time. 


'Per  Bureau  of  Mines  Mineral  Industry 
Surveys. 

7 Evaluation  Research  Corporation.  Inven¬ 
tory  Management  in  the  Petroleum  Indus¬ 
try.  October  1977. 
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EXHIBIT  1 


GENERALIZED  PETROLEUM  INVENTORY  DIAGRAM 
FOR  SEASONALLY  INFLUENCED  STOCK 
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•  Berelpt  and  Pel > very  cycle  tine  period  • 
fveict Ion  af  tranaportatlon  node  (e.g.. 
barge,  tanker,  pipeline). 

•  To  allow  far  tfcemal  erpanelon  anf  aafety 
nargla  against  aplllaga. 

-  To  allow  for  early  reowpply  or  delays  la 
transfers  fran  tankage. 

-  To  provide  rose  to  hold  eeaeonal  buildup. 

»  Inventory  held  as  a  result  af  the  Interaction 
between  receipt  and  de  11  very  patterns. 

-  To  accwoulate  the  product  tdilch  eaceeds 
reowpply  capability  during  the  peak  deoand 
period. 

-  To  allow  for  delays  la  receipts,  larger  than 
anticipated  deoand.  ate. 

•  Cannot  bo  withdrawn  fran  tankage  tmder  norasl 
operating  conditions. 

-  Saaupply  stock  to  custody  af  shippers. 

-  To  assure  continuous  processing  and/or  handling. 
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As  shown  above,  only  part  of  the 
stocks  are  available.  Equipment  and 
pipeline  fill  and  tank  bottoms  are  not 
normally  available.  Also,  over  a  period 
of  a  year  the  seasonal  inventory  will 
change,  particularly  for  products  such 
as  heating  oil  and  gasoline.  Seasonal 
stocking  of  petroleum  products 
changes  significantly,  however,  the 
total  stock  of  all  crude  and  products 
changes  less  significantly  due  to 
season  changes.  From  June  1976 
through  May  1977  total  oil  stocks  fluc¬ 
tuated  by  about  153  million  barrels 
and  as  that  change  occurred  between 
October  and  February,  it  can  probably 
be  assumed  that  this  was  in  part  a  sea¬ 
sonal  change  over  the  heating  season. 
(However,  since  the  winter  of  1976-77 
was  abnormally  cold,  not  all  this  dif¬ 
ference  can  be  assigned  to  the  season¬ 
al  inventory.) 

The  petroleum  operating  inventory 
was  stated  by  the  earlier  referenced- 
SPRO  report  to  be  made  up  of  the 
cycle  stock  and  safety  stock.  These 
two  components  of  the  total  stock  are 
assumed  to  make  up  the  oil  industry's 
operating  inventory  and  are  estimated 
to  be  about  600  million  barrels. 

If,  in  fact,  the  oil  industry's  safety 
stock  is  part  of  its  operating  inventory, 
the  effect  of  shortages  could  be  felt 
very  soon  after  the  beginning  of  an 
embargo  were  it  not  for  the  practice  in 
the  oil  industry  of  operators  borrow¬ 
ing  and  lending  to  each  other.  It  is 
this  cooperative  practice  that  allows 
safety  stocks  to  be  part  of  operating 
inventory.  Nonetheless,  if  there  were 
an  embargo,  spot  shortages  could 
probably  begin  occurring  very  soon  in 
particular  geographic  areas,  while 
other  areas  might  even  have  surpluses. 
However,  as  the  embargo  continued, 
spot  shortages  would  become  more 
and  more  common  until  the  safety  and 
cycle  inventories  were  completely  de¬ 
pleted. 

While  spot  shortages  would  probably 
be  felt  early,  they  would  probably  not 
become  a  general  problem  until  the 
230  million  barrel  safety  reserve  was 
depleted. 

On  the  issue  of  stock  drawdown  the 
experience  of  the  1973-74  embargo  is 
interesting.  That  embargo  lasted  from 
October  18.  1973  to  March  18,  1974- 
five  months. 

A  review  of  Bureau  of  Mines  data 
from  1972  to  1978  on  petroleum  stocks 
suggests  that  during  the  year  (Sep¬ 
tember  1973  through  August  1974) 
that  contained  the  1973-74  oil  embar¬ 
go.  aggregate  petroleum  stocks  fluctu¬ 
ated  less  than  they  did  during  the 
same  September  to  August  period  in 
1972-73  and  1976-77.  In  fact,  aggregate 
petroleum  stocks  were  drawn  down 
nearly  three  times  more  from  October 
1972  to  March  1973  (231  million  bar¬ 
rels)  than  they  were  during  the  Octo¬ 
ber  1973  to  March  1974  embargo  (88 


million  barrels).  At  the  aggregate  level 
stocks  were  not  used  abnormally 
during  the  1973-74  embargo  and,  in 
fact,  were  used  less  than  they  often 
have  been  during  ‘'normal”  (non-em¬ 
bargo)  times.  The  availability  of  stocks 
appears  to  have  played  no  important 
role  in  mitigating  the  effects  of  the 
1973-74  embargo.  , 

7 

September  11,  1978 

Memorandum  for  Robert  Mundheim, 
Department  of  Treasury 

From:  Charles  L.  Schultze 

Subject:  Oil  Import  Investigation 

Under  Section  232(b)  of  The  Trade 

Expansion  Act  of  1962  as  Amended 

We  have  examined  the  relation  be¬ 
tween  U.S.  imports  of  petroleum  and 
petroleum  products  and  U.S.  national 
security  pursuant  to  your  investiga¬ 
tion  under  Section  232(b)  of  The 
Trade  Expansion  Act  of  1962  as 
amended.  19  U.S.C.  1962(b).  We  find 
that  the  current  level  of  imports  sig¬ 
nificantly  impairs  our  economic  wel¬ 
fare  and  thereby  threatens  our  nation¬ 
al  security  in  two  ways: 

(1)  Interruptions  in  our  oil  supply 
comparable  to  the  embargo  of  1973-74 
are  still  possible  and  would  impose  se¬ 
rious  economic  losses  if  they  occur. 

(2)  Even  in  the  absence  of  interrup¬ 
tions  of  supply,  continued  high  levels 
of  U.S.  imports  threaten  to  induce 
substantial  increases  in  the  world 
price  of  oil  in  the  1980s  exposing  the 
United  States  to  the  risk  of  severe  eco¬ 
nomic  harm  in  the  future. 

These  dangers  can  be  minimized 
without  causing  severe  economic  dislo¬ 
cation  only  by  measures  which  prom¬ 
ise  to  reduce  the  dependence  of  the 
United  States  on  foreign  sources  of  oil. 

The  U.S.  economy  has  become  stead¬ 
ily  more  dependent  on  oil  imports  over 
time.  In  1960.  imports  satisfied  19  per¬ 
cent  of  total  petroleum  product  con¬ 
sumption.  By  1973,  that  fraction  had 
grown  to  36  percent.  In  1977,  it  stood 
at  47  percent.  In  the  absence  of  effec¬ 
tive  actions  to  hold  down  the  level  of 
oil  imports,  this  fraction  could  rise 
further  in  the  years  to  come. 

Such  high  oil  import  levels  have 
made,  and  continue  to  make,  the 
United  States  vulnerable  to  interrup¬ 
tions  in  supply.  This  vulnerability  was 
dramatically  demonstrated  by  the  5- 
month  Arab  oil  embargo  of  1973-74. 
The  economic  impacts  of  that  embar¬ 
go  and  the  oil  price  rise  that  accompa¬ 
nied  it  have  been  intensively  studied 
by  researchers  both  within  and  out¬ 
side  the  government.  Estimates  of 
those  effects  are  shown  below.  We 
have  carefully  reviewed  these  studies 
and  find  that  the  estimates  span  the 
probable  range  of  actual  effects  on  the 
economy. 


Average 
percent 
reduction  in 
real  GNP, 
1974 

Perry  (in  Edward  R.  Fried  and 
Charles  L.  Schultze.  eds..  Higher 
Oil  Prices  and  the  World  Economy 


(1975).  pp.  96-97: 

Michigan  model  (percent) .  1.6 

Federal  Reserve  Board  model 

(percent) .  2.0 

DRl  IDR1  November  197 5  Review ) 

(percent)..-. .  2.3 


The  range  of  percentage  GNP  loss 
(1.6-2. 3  percent)  implies  an  increase  in 
the  1974  unemployment  rate  of  be¬ 
tween  0.5  percent  and  0.8  percent 
(400.000-730,000  jobs).  The  oil  price  in¬ 
crease  is  estimated  to  have  increased 
the  level  of  prices  by  1.3  percent-2.9 
percent  in  1974— accounting,  there¬ 
fore.  for  one-third  to  one-half  of  the 
increase  in  inflation  that  year.  These 
are  extremely  serious  economic  effects 
by  any  standard  of  comparison. 

A  repeat  of  the  1973-74  embargo 
could  have  even  more  disruptive  ef¬ 
fects  today.  U.S.  dependence  on  oil  ex¬ 
ports  from  Arab  members  of  OPEC 
(OAPEC)  has  grown.  In  1973,  OAPEC 
supplied  22  percent  of  U.S.  oil  imports, 
directly  or  indirectly  through  foreign 
refiners.  By  1977,  that  fraction  had 
risen  to  over  40  percent. 

On  the  other  hand,  after  1973,  an  in¬ 
ternational  oil  sharing  program  was 
formed  under  the  auspices  of  the  In¬ 
ternational  Energy  Agency.  The  pro¬ 
gram  is  designed  to  distribute  any 
shortfall  resulting  from  an  embargo 
equitably  among  the  IEA  members 
and  thereby  reduce  the  incentive  of  in¬ 
dividual  nations  to  bid  up  world  oil 
prices  unnecessarily.  Whether  the  pro¬ 
gram  would  actually  succeed  in  this 
endeavor  is  not  certain. 

We  have  estimated  the  economic  im¬ 
pacts  that  could  be  expected  if  an¬ 
other  embargo  were  to  occur  in  the 
future.  Specifically,  we  have  investi¬ 
gated  the  effects  of  a  6-month  embar¬ 
go  starting  on  January  1.  1980.  To  par¬ 
allel  the  1973-74  experience,  we  have 
assumed  a  25  percent  cutback  of 
OAPEC  production  and  applied  the 
IEA  oil-sharing  formula— assuming  it 
is  fully  effective— to  determine  a  net 
cutback  to  the  United  States  (2.1  mil¬ 
lion  barrels/day).  Because  the  strate¬ 
gic  oil  reserve  will  contain  only  a  small 
fraction  of  its  eventual  size  by  that 
time,  we  have  assumed  that  no  part  of 
the  oil  cutback  is  offset  through  distri¬ 
bution  of  oil  held  in  the  reserve. 

Since  the  economic  impacts  are 
highly  sensitive  to  a  number  of  ma¬ 
croeconomic  variables!  we  specified  an 
“optimistic”  and  a  "pessimistic”  case 
to  generate  a  plausible  range  of  im¬ 
pacts.  The  optimistic  case  represents 
the  absolute  minimum  set  of  impacts 
that  we  can  reasonably  foresee  from  an 
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embargo  of  this  size  and  duration.  It 
assumes  an  expansive  monetary 
policy,  no  change  in  business  or  con¬ 
sumer  confidence,  a  relatively  large 
world  demand  response  to  changes  in 
the  world  price  of  oil  (a  price  elasticity 
of  demand  of  —0.2),  and,  at  the  end  of 
the  embargo,  a  return  of  world  oil 
prices  to  pre-embargo  levels. 

The  pessimistic  case  represents  a  set 
of  maximum  impacts— it  assumes  a 
replication  of  the  tight  monetary 
policy  which  occurred  during  the 
1973-74  embargo,  a  substantial  loss  in 
business  and  consumer  confidence 
(like  the  1973-74  experience),  a  rela¬ 
tively  inelastic  demand  for  world  oil 
(elasticity  of  -0.1)  and  a  permanent 
20  percent  increase  in  the  world  oil 
price  after  the  embargo.  Each  case  as¬ 
sumes  that  a  domestic  oil  allocation 
program  and  price  controls  are  in 
place  as  in  1973-74  and  that  a  portion 
of  the  cutback  is  offset  by  reductions 
in  privately-held  oil  stockpiles  and  in¬ 
dustrial  conversions  to  coal  and  natu¬ 
ral  gas. 

The  impact  estimate  for  each  case 
are  given  below: 


Optimistic 

Pessimistic 

Real  GNP: 

Percent  change  in 

1980 . 

—08 

-3  5 

Percent  change  in 

1981 . 

-15 

v.  -7  0 

Cumulative  dollar 
loss  through  1984 
(billions  of  1978 
dollars) . 

$80 

(410 

Labor  Market  Effects: 
Change  in 
unemployment  rate, 
1980 . . 

0.2 

09 

Change  in 
unemployment  rate. 

0.8 

28 

Change  in 

unemployed,  *981 . 

200,000 

900,000 

Change  in 

unemployed.  1981 . 

550.000 

2, 800,000 

Change  in 

employment  rate,  1980. 

-  250.000 

-1.100.000 

Change  in 

employment  rate.  1981. 

-825  000 

-4.200.000 

Inflation: 

Percent  change  in 
consumer  price  index 
<CPI>.  1980 . 

1  0 

Percent  change  in 

CPI.  1981 . 

1.0 

In  both  cases,  the  effects  grow  over 
time  because  of  the  lagged  responses 
in  the  economy  to  both  the  shortfall 
and  and  loss  in  domestic  purchasing 
power  induced  by  the  rise  in  the  world 
oil  price  during  the  period  of  the  em¬ 
bargo.  Though  the  estimated  range  of 
impacts  is  wide,  even  the  favorable  im¬ 
pacts  are  nevertheless  quite  serious. 
Any  event  which  could  alone  induce 
an  increase  in  unemployment  of  at 
least  750,000  persons  in  two  years 
poses  serious  hardships.  Moreover,  the 
fabric  of  our  economy  could  be  threat¬ 
ened  if  the  pessimistic  case  of  nearly  3 
million  in  additional  unemployment 
were  realized. 


NOTICES 

The  impacts  of  any  future  supply  in¬ 
terruption  would,  as  in  the  case  of  the 
1973-74  experience,  be  felt  dispropor-. 
tionately  in  different  regions  and  in-* 
dustries.  The  effects  would  be  particu¬ 
larly  severe  in  the  northw’estem  and 
northeastern  parts  of  the  country 
where  over  three-fourths  of  all  crude 
petroleum  demand  is  met  from  im¬ 
ports. 

Because  petroleum  products  are  of 
critical  importance  in  virtually  every 
major  industry,  the  industrial  effects 
would  be  spread  more  evenly.  So  long 
as  consumption  in  industry  can  be 
maintained  in  an  embargo  period  by 
reducing  available  inventories  and  con¬ 
servation  in  other  sectors,  production 
and  employment  impacts  can  be  allevi¬ 
ated.  The  1973-74  experience,  howev¬ 
er,  indicates  that  this  period  of  protec¬ 
tion  is  short.  Furthermore,  the  agri¬ 
cultural.  construction,  chemicals,  and 
transportation  sectors  are  especially 
vulnerable  because  of  their  far  greater 
than  average  dependence  on  petro¬ 
leum  and  their  inability  to  substitute 
other  sources  of  energy  for  petroleum. 
Finally,  restrictions  of  activity  in  the 
transportation  industry,  in  particular, 
affect  all  other  industries  almost  im¬ 
mediately. 

The  supply  of  petroleum  is  crucial  to 
the  overall  strength  of  the  economy 
beyond  its  effects  on  needed  industrial 
inputs.  Roughly  one-third  of  all  petro¬ 
leum  is  consumed  by  households,  of 
which  nearly  three-fourths  is  used  by 
gasoline.  A  major  conservation  effort 
directed  at  household  gasoline  use  to 
enhance  industrial  supplies  of  petro¬ 
leum  would  directly  affect  demand  for 
new  cars,  recreational  goods,  and  tour¬ 
ist  services.  The  1973-74  oil  embargo 
was  largely  responsible  for  the  10  per¬ 
cent  decline  in  auto  sales  that  coin¬ 
cided  with  the  embargo  and  which 
precipitated  large  employment  de¬ 
clines  in  related  industries.  Similar  ef¬ 
fects  could  be  expected  in  the  event  of 
another  supply  interruption  of  compa¬ 
rable  size. 

Economic  Dangers  Other  Than 
Supply  Interruptions.  Even  in  the  ab¬ 
sence  of  any  risks  of  supply  interrup¬ 
tions,  continued  grow  th  in  the  level  of 
U.S.  oil  imports  poses  severe  dangers 
to  our  economic  health.  Combined 
with  expected  increases  in  import  de¬ 
mands  by  other  nations,  growth  in 
U.S.  oil  imports  could  strain  available 
world  supplies  sometime  during  the 
1930s.  The  resulting  increases  in  the 
price  of  world  oil  which  could  result 
could  have  substantial  economic  im¬ 
pacts.  At  the  current  level  of  imports, 
each  $1.00  increase  in  the  real  price  of 
world  oil  increases  U.S.  oil  costs  by 
$4.6  billion  (in  1978  dollars)  and  do¬ 
mestic  inflation  by  0.2  percent.  The  in¬ 
crease  in  the  balance  of  trade  deficit, 
adjusted  for  a  partial  offsetting  in¬ 
crease  in  U.S.  exports  to  OPEC,  is  esti¬ 
mated  at  $3.2  billion.  By  way  of  corn- 
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parison.  the  U.S.  balance  of  trade  defi¬ 
cit  in  1977  was  $31  billion. 

Even  a  modest  ri  s  in  the  real  price 
of  world  oil,  therefore,  could  have  a 
significant  economic  impact.  The  out¬ 
flow  of  dollars,  would  reduce  domestic 
purchasing  pow'er,  force  a  deteriora¬ 
tion  in  the  value  of  the  dollar,  and 
thereby  increase  domestic  inflation 
(above  and  beyond  the  direct  effect 
caused  by  the  rise  in  world  oil  prices). 
The  presence  of  these  events  would  se¬ 
verely  hinder  the  ability  of  fiscal  and 
monetary  authorities  to  achieve  both 
high  levels  of  employment  and  price 
stability.  In  particular,  either  a  signifi¬ 
cant  decline  in  employment  or  in¬ 
crease  in  the  inflation  rate  endured 
over  a  long  period  of  time  could  upset 
our  social  fabric  and  therby  threaten 
our  national  security. 

Based  on  our  understanding  of  the 
law  and  the  evidence  as  we  have  exam¬ 
ined  it,  we  find  that  the  importation 
of  petroleum  at  current  levels  threat¬ 
ens  the  national  security  of  the  United 
States. 

8 

U.S.  Department  of  the  Interior 
Office  of  the  Solicitor, 

Washington ,  D.C.,  February  12. 1979. 

Mr.  Robert  F.  Mundheim. 

General  Counsel  of  the  Treasury, 
Washington.  D.C. 

Dear  Mr.  Mundheim:  This  letter  is 
in  response  to  yours  of  February  6, 
1979.  As  asked  in  your  letter,  we  have 
prepared  a  revised  report  on  the  avail¬ 
ability  of  energy  resources  from  Fed¬ 
eral  lands.  This  report  is  attached.  We 
defer  to  the  views  of  other  agencies  on 
whether  the  level  of  imports  of  petro¬ 
leum  and  petroleum  products  into  the 
United  States  is  such  as  to  threaten 
national  defense  or  the  economy. 

Our  report  indicates  that  new 
energy  production  from  Federal  lands 
could  not  offset  an  interruption  of  im¬ 
ported  supplies  of  oil.  Oil  and  coal  re¬ 
sources  on  Federal  lands  constitute  an 
important  source  of  energy  for  the 
future,  but  the  magnitude  of  these  re¬ 
sources  is  not  such  that  they  could 
fully  replace  currently  imported  sup¬ 
plies  of  oil.  Further,  our  short  term 
ability  to  increase  production  of 
energy  resources  from  Federal  lands  is 
limited.  Increased  diligence  recruit¬ 
ment  on  lessees  of  Federal  oil  and  coal 
resources  can  produce  only  marginal 
increases  in  production.  New  leasing 
could  be  a  more  significant  source  of 
new  energy,  but  the  time  period  be¬ 
tween  leasing  and  production  is  a 
minimum  of  1-2  years  for  oil  and  5 
years  for  coal. 

Sincerely  yours. 

Leo  Krulitz. 

Solicitor. 
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Enclosure. 

Department  of  Treasury,  Section 
(232(b))  Investigation 

oil 

Production  of  oil  from  the  public 
lands'  has  declined  in  recent  years.  In 
1950,  103.1  million  barrels  of  oil  were 
produced.  This  figure  rose  steadily 
each  year,  reaching  618.5  million  bar¬ 
rels  in  1971.  Thereafter  production 
began  to  decline.  Geological  Survey 
figures  show  production  of  489.8  mil¬ 
lion  barrels  in  1976.  Fiscal  Year  1978 
figures  were  477  million  barrels.  We 
believe  that  this  figure  will  continue 
to  decline  although  the  decline  should 
not  be  so  sharp  in  the  near  future  due 
to  the  effects  of  the  Department's  pro¬ 
gram  to  enforce  diligence  require¬ 
ments.  Production  from  public  lands 
as  related  to  total  domestic  produc¬ 
tion,  while  relatively  steady,  has  nev¬ 
ertheless  shown  a  decline  from  ap¬ 
proximately  18.2%  in  1972  to  17.5%  in 
1976  and  16.3%  in  FY  1978.  This  de¬ 
cline  is  attributable  in  part  to  the  less¬ 
ening  of  production  on  the  outer  con¬ 
tinental  shelf  (OCS)  which  was  11.9% 
of  total  domestic  production  in  1972, 
10.8%  in  1976  and  9.9%  in  FY  1978. 

Currently,  the  Department  is  en¬ 
gaged  in  enforcing  more  rigorously 
than  in  the  past  the  requirement  con¬ 
tained  in  our  leases  that  operators  dili¬ 
gently  pursue  production.  We  believe 
that  this  is.  for  the  short  term,  in¬ 
creasing  production  in  some  areas; 
however,  the  increase  is  not  significant 
enough  to  reverse  the  general  decline. 
It  is  possible  that  more  production 
could  be  generated  by  issuing  regula¬ 
tions  (in  cooperation  with  the  Depart¬ 
ment.  of  Energy)  providing  for  some 
greater  diligence  and  even  stricter  en¬ 
forcement.  But,  given  the  size  of  Fed¬ 
eral  oil  resources  i dative  to  total  U.S. 
resoures,  we  do  not  believe  that  this 
could  result  in  a  substantial  increase 
in  over-all  domestic  production. 

Estimates  of  the  demonstrated  and 
inferred  oil  reserves  in  the  United 
Slates  arc  about  62  billion  barrels.  The 
range  of  estimates  for  undiscoverd  re¬ 
coverable  resources  is  50-127  billion 
barrels.*  OCS  resources  constitute  a 
major  part  of  the  estimated  resources, 
disproportionate  to  its  current  share 
of  U.S.  production.  We  believe  that 
the  public  lands  (onshore  and  off¬ 
shore)  contain  relatively  great  possi¬ 
bilities  for  significant  new  oil  produc¬ 
tion.  Nevertheless,  even  assuming  ac¬ 
celeration  so  that  more  oil  is  recovered 
from  the  OCS.  we  believe  domestic 
production  will  still  not  match  con¬ 
sumption. 


Includes  public  lands,  acquired  lands. 
OCS  lands,  military  lands  and  Indian  lands. 

*  U.S.  Geological  Survey  Circular  725 
(1975). 
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There  is  one  major  problem  with 
forecasting  significant  increases  in 
production  from  any  source— timing. 
The  Geological  Survey  has  estimated 
that  the  time  from  lease  sale  to  initial 
production  will  range  from  4  to  11 
years  and  from  sale  to  peak  produc¬ 
tions.  7  to  14  years.  These  figures  do 
not  include  the  time  from  selection  of 
general  areas  for  lease  through  a  sale, 
which  would  be  a  minimum  of  1.5 
years  barring  delays  caused  by  judicial 
challenges.  In  some  areas  the  time 
from  lease  sale  to  initial  production 
may  be  as  short  as  1-2  years.  This,  of 
course,  would  lessen  the  time  to  peak 
production. 


COAL 

Consideration  of  oil  resources  should 
include  information  relative  to  coal 
since  coal  in  some  cases  may  be  used 
as  a  substitute  for  oil. 

In  recent  years,  coal  production  on 
Federal  lands  has  been  increasing. 
From  1950-69,  production  varied  be¬ 
tween  5  to  10  million  tons  annually. 
This  number  rose  to  18.9  million  tons 
in  FY  1972,  to  43.6  in  FY  1975  and  78.8 
in  FY  1978.  The  Federal  share  of  total 
domestic  production  for  recent  years 
has  increased  from  3.2%  in  1972  to 
11.0%  in  FY  1978. 2 

In  June,  1976.  the  Department 
adopted  regulations  applying  new  dili¬ 
gence  requirements  to  Federal  coal 
leases.  In  August,  1976.  Congress  en¬ 
acted  P.L.  94-377,  which  contains  a 
statutory  diligence  requirement  for 
new  Federal  coal  leases.  These  dili¬ 
gence  requirements  have  promoted 
more  timely  development  of  coal  re-, 
sources  under  leasing.  The  effect  of 
diligence  requirements  is  necessarily 
limited  by  physical  constraints,  howev¬ 
er.  Development  of  a  coal  mine  after 
issuance  of  a  lease  is  estimated  to  re¬ 
quire  from  5  to  7  years  for  initial  pro¬ 
duction. 

Demonstrated  total  U.S.  coal  re¬ 
serves  are  approximately  438  billion 
short  tons,  40%  of  which  are  located 
on  or  under  Federal  lands.  It  is  esti¬ 
mated  that,  of  this  total,  the  coal  that 
is  actually  recoverable  is  in  the  range 
of  219  to  260  billion  tons.  Assuming 
that  U.S.  consumption  will  reach  1  bil¬ 
lion  tons  by  1985.  the  Federal  contri¬ 
bution  will  increase  to  about  13%. 

With  additional  leases  these  projec¬ 
tions  of  potential  future  coal  produc¬ 
tion  from  Federal  lands  would  in¬ 
crease  by  50%.  At  present,  however, 
the  Department  is  precluded  by  an  in¬ 
junction  in  National  Resotirces  De¬ 
fense  Council  v.  Huges,  No.  75-1749 
(D.C.C.  Sept.  27,  1977)  from  issuing 


2 Federal  leases  accounted  for  58.8  million 
tons,  or  8%  of  domestic  production,  while 
Indian  leases  contributed  20  million  tons,  or 
3%. 


new  leases  until  completion  of  a  pro¬ 
grammatic  environmental  impact 
statement.  This  statement  is  sched¬ 
uled  to  be  completed  by  April  30.  1979. 
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U.S.  Department  of  Labor. 

Office  of  the  Secretary. 

Washington,  April  24, 1978. 

Honorable  Robert  Mundheim. 

General  Counsel, 

U.S.  Department  of  Treasury, 
Washington,  D.C.  20220. 

Dear  Mr.  Mundheim:  This  is  in  re¬ 
sponse  to  your  inquiry  regarding  the 
investigation  of  oil  imports  under  Sec¬ 
tion  232B  of  the  Trade  Expansion  Act 
of  1962.  Enclosed  is  an  analysis  of  the 
1973-74  oil  embargo  and  its  effects  on 
employment.  This  examines  some  of 
the  direct  effects  of  the  1973-74  inter¬ 
ruption.  Also,  we  have  prepared  an  ex¬ 
amination  of  the  likely  current  effects 
of  an  interruption  of  imported  oil  sup¬ 
plies  on  employment. 

We  will  send  you  shortly  a  discus¬ 
sion  of  some  of  the  policy  alternatives 
available  at  this  time. 

Sincerely, 

Ray  Marshall. 

Secretary  of  Labor. 

Enclosures. 

Effect  of  Disruption  of  Oil  Imports 

EFFECT  OF  1973/74  OIL  EMBARGO  UPON 
EMPLOYMENT 

Between  November,  1973  and  March, 
1974  the  following  changes  in  employ¬ 
ment.  as  measured  by  seasonally  ad¬ 
justed  establishment  payroll  data,  oc¬ 
curred  (more  details  are  available  in 
articles  attached); 

t  The  net  direct  job  loss  owing  to 
energy  shortages  during  the  period 
was  estimated  between  150,000  and 
225,000  or  .2  to  .3  percent  of  all  nona¬ 
gricult  ural  jobs  according  to  a  special 
tabulation  of  the  regular  payroll  re¬ 
ports.  Direct  effects  are  those  related 
to  an  inability  of  an  establishment  to 
obtain  sufficient  fuels  or  electrical 
energy  to  provide  power  for  its  oper¬ 
ation  or  sufficient  petroleum-based 
products  for  its  own  use  or  sale. 

t  Some  industries  expected  to  expe¬ 
rience  direct  effects  (insufficient  fuels) 
of  an  oil  shortage  posted  the  following 
job  losses  during  the  four  month 
period  according  to  the  regularly  col¬ 
lected  payroll  reports:  gasoline  service 
stations  (64.000  jobs);  airline  transpor¬ 
tation  (after  accounting  for  the  impact 
of  a  strike,  about  15,000  jobs);  laun¬ 
dries  and  dry  cleaning  (9,000  jobs);  and 
special  trade  contractors  (9,000  jobs). 

On  the  other  hand,  some  industries 
likely  to  experience  direct  effects  of 
an  oil  shortage  posted  job  increases: 
electric,  gas,  and  sanitary  services 
(22,000  jobs);  heavy  construction  con¬ 
tractors  (20,000  jobs);  and  general 
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building  contractors  (13,000  jobs).  The 
electric  services  industry  reflected  nu¬ 
merous  conflicting  factors  such  as  the 
lack  of  petroleum  to  run  its  generators 
but  the  increased  demand  for  electric¬ 
ity. 

Some  industries  likely  to  experience 
indirect  effects  of  an-  oil  shortage 
posted  the  following  job  losses  accord¬ 
ing  to  regularly  collected  payroll  re¬ 
ports:  motor  vehicles  and  equipment 
(140,000  jobs);  motor  vehicle  dealers, 
retail  (53,000  jobs);  hotels  and  other 
lodging  places  (27,000  jobs);  and  metal 
stampings  (17,000  jobs).  These  indirect 
effects  reflect  insufficient  demand  for 
an  industry's  products  arising  from 
their  potential  customer’s  actual  or 
anticipated  inability  to  obtain  fuel. 
Some  sectors  such  as  hotels  and 
motels  were  related  to  the  restricted 
auto  travel  during  the  period. 

As  measured  by  seasonally  adjusted 
household  data,  the  following  unem¬ 
ployment  changes  occurred.  These 
changes  in  unemployment  during  the 
four  month  period  reflect  not  only  the 
impact  of  the  Arab  oil  embargo  but  all 
other  factors  in  the  economy  whether 
oil  related  or  other: 

t  During  the  4-months,  unemploy¬ 
ment  increased  by  239,000  or  .2  per¬ 
centage  points.  This  increase  in  unem¬ 
ployment  occurred  almost  exclusively 
among  job  losers,  242,000,  of  whom 
157,000  were  on  layoff  and  85,000  were 
not  on  layoff.  The  unemployed  per¬ 
sons  who  were  entering  for  the  first 
time  or  reentering  the  labor  force  in¬ 
creased  36.000;  unemployed  persons 
who  left  their  last  job  declined  66.000. 

t  During  the  4-months,  unemploy¬ 
ment  among  nonfarm  occupation  rose 
52,000  for  white  collar  workers; 
113.000  for  blue  collar  workers  and 
13,000  for  service  workers.  Unemploy¬ 
ment  by  farm  occupations  declined 
1,000.  The  remaining  unemployed  per¬ 
sons  had  no  previous  work  experience. 

These  data  illustrate  the  employ¬ 
ment  and  unemployment  changes  oc¬ 
curring  during  late  1973  and  early 
1974.  Do  these  data  reflect  only  the 
embargo  impact  or  do  they  signal  the 
beginning  of  the  1974-75  economic  re¬ 
cession? 

t  The  1973/74  employment  decline 
occurred  in  only  47  percent  of  all  pri¬ 
vate  industries.  During  1960  and  1970 
recessions,  employment  declines  over  a 
4-month  period  occurred  in  about  70 
percent  of  all  industries. 

<  The  total  employment  declines  in 
all  the  private  nonagricultural  indus¬ 
tries  was  only  .1  percent  during  1973 
74  compared  to  an  .9  percent  decline 
during  the  1960  and  1970  recession. 

i  The  duration  of  employment  de¬ 
clines  by  industry  during  1973-74 
period  was  less  than  during  two  earlier 
recessions.  Only  24  percent  of  all  pri¬ 
vate  industries  experienced  6-month 
declines  during  1973-74  while  41  per¬ 


cent  and  56  percent  experienced  6- 
month  declines  respectively  during  the 
1960  and  1970  recessions. 

These  few  statistics  suggest  the 
1973-74  problems  were  related  to 
energy,  not  the  beginning  of  a  busi¬ 
ness  cycle.  The  problems  were  limited 
to  fewer  industries  and  of  smaller 
magnitude  than  might  be  expected 
during  a  business  cycle.  Further,  these 
changes  particularly  affected  the 
energy  related  industries.  However, 
November,  1973  has  been  designated 
as  the  beginning  of  the  1974-75  reces¬ 
sion. 

EFFECT  OF  INTERRUPTION  OF  OIL 
SUPPLIES 

These  data  illustrate  the  employ¬ 
ment  impact  of  the  1973-74  oil  disrup¬ 
tion.  However  because  of  numerous 
changes  since  1973.  the  impacts  might 
be  different  in  1978.  For  example,  the 
oil  embargo  and  higher  oil  prices  were 
a  surprise  in  1973;  the  higher  oil  prices 
are  well  known  in  1978  and.  perhaps, 
all  concerned  might  be  better  pre¬ 
pared.  As  the  recent  coal  strike  illus¬ 
trates.  what  seems  like  a  large  change 
in  the  supply  of  a  good  can  have  a 
small  impact  on  other  industries  over 
a  relatively  short  period.  Also,  a  stra¬ 
tegic  petroleum  reserve  is  being  pre¬ 
pared. 

Still,  the  best  estimate  of  the  effects 
of  an  oil  interruption  in  1978  remains 
the  1973  experience.  Thus,  an  inter¬ 
ruption  in  U.S.  oil  supply  of  the  same 
magnitude  and  same  duration  as  the 
1973  74  embargo  would  likely  impact 
upon  400.000-575.000  jobs  or  150,000- 
225,000  direct  jobs  and  250,000-350,000 
indirect  jobs.  Further,  unless  there 
were  important  differences  in  how  the 
burden  was  shared  among  industrial, 
households  or  automotive  users  the  in¬ 
dustrial  and  occupational  impact 
would  very  likely  be  similar  to  that 
which  occurred  in  1973-74.  If  the  mag¬ 
nitude  and  duration  of  an  oil  interrup¬ 
tion  were  greater,  i.e.  doubled,  these 
employment  effects  could  easily 
double,  300.000-450.000  direct  jobs  and 
500,000  700.000  indirect  jobs  would  be 
affected. 
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U.S.  Department  of  Commerce, 

Washington,  D.C.. 

September  14, 1978. 
Mr.  Robert  H.  Mundheim. 

General  Counsel, 

Department  of  the  Treasury. 
Washington,  D.C. 

Dear  Mr.  Mundheim:  This  is  in  reply 
to  your  letter  of  April  3  requesting  the 
Department's  comments  on  the  impact 
of  petroleum  and  petroleum  products 
imports  on  the  national  security  of  the 
United  States.  We  understand  that 
you  are  conducting  an  investigation  of 
this  matter  under  authority  of  Section 


232(b)  of  the  Trade  Expansion  Act  of 
1962  as  amended,  19  U.S.C.  1862(b). 

Increasing  Dependency  on  Foreign 
Supply 

Any  assessment  of  the  national  secu¬ 
rity  implications  of  our  oil  imports  has 
to  start  from  the  fact  that  within  the 
last  five  years  the  Nation  has  become 
increasingly  dependent  upon  foreign 
supply.  During  1972,  the  last  full  year 
before  the  Arab  embargo,  oil  imports 
into  the  United  States  amounted  to  4.7 
million  b/d.  or  29  percent  of  domestic 
consumption.  In  1977,  oil  imports 
reached  8.7  million  b/d.  or  47  percent 
of  domestic  consumption.  A  variety  of 
initiatives  now  underway  may  reverse 
this  trend,  but.  under  most  assump¬ 
tions.  it  appears  safe  to  conclude  that 
our  foreign  dependency  will  exceed  40 
percent  over  the  next  few  years. 

This  fact  tends  to  overwhelm  all 
other  considerations.  It  emphasizes 
the  increased  vulnerability  of  the  U.S. 
economy  to  interruptions  of  foreign 
supply,  even  if  the  interruptions  were 
not  to  extend  to  all  foreign  sources. 

In  general,  it  can  be  said  that  in  the 
last  five  years  our  economy  has  been 
in  a  race  between  building  increasing 
adaptability  to  supply  interruptions  (a 
response  to  the  lessons  of  the  1973/74 
embargo)  and  accepting  increased  de¬ 
pendency  on  foreign  supply.  This  im¬ 
plies  that  the  effects  of  a  future  inter¬ 
ruption  will  almost  certainly  differ 
from  those  experienced  in  1973/74. 
This  also  implies,  however,  that,  for 
whatever  reasons,  the  Nation  now 
stands  more  exposed  to  the  possibility 
of  interruption  than  heretofore.  In 
short,  the  risks  of  interruption  seem  to 
have  outrun  whatever  \ve  might  hope 
for  in  the  way  of  slightly  diminished 
penalities  of  interruption. 

In  response  to  your  specific  ques¬ 
tions.  we  submit  the  following: 

(1)  Damage  to  the  Economy  from 
1973/74  Arab  Oil  Embargo.  The  ef¬ 
fects  of  the  1973/74  embargo  were 
minimized  by  forceful  Federal  re¬ 
sponses  which  shifted  the  impact  of 
reduced  supply  onto  final  demands  for 
petroleum  products  and  then  limited 
consumers  access  to  those  products, 
notably  gasoline.  As  a  result,  during 
the  embargo  period,  inventories  of  pe¬ 
troleum  products  mounted  rather 
than  declined,  except  for  a  16  percent 
dip  in  residual  fuel  oil. 

On  the  supply  side  of  the  economy, 
sufficient  shortage  arose  to  impact  sig¬ 
nificantly  on  the  petrochemical  indus¬ 
try.  On  the  demand  side  of  the  econo¬ 
my.  the  uncertainty  associated  with 
limited  access  to  gasoline  and  other 
transportation  fuels  led  to  a  signifi¬ 
cant  drop  in  automobile  sales  and  serv¬ 
ices  associated  with  automobile  and  air 
travel.  This  uncertainty  was  sufficient 
to  have  an  adverse  impact  in  the  con- 
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sumer  durable  and  housing  construc¬ 
tion  sectors  as  well. 

(2)  Economic  Impact  of  an  Oil 
Supply  Interruption  Now  or  in  the 
Near  Further.  We  assumed  for  pur¬ 
poses  of  this  review  a  crude  oil  impact 
of  about  4  mm  b/d  occurring  in  the 
late  1970's  or  early  1980's  and  lasting 
at  least  six  months  beyond  a  signifi¬ 
cant  drawdown  of  domestic  inventories 
and  stored  reserves.  We  postulated 
final  demand  reductions  comparable 
to  those  which  occurred  in  1973/74 
and  passed  them  through  models  to 
check  for  their  consistency  with  a  loss 
of  about  4  mm  b/d  of  imported  crude 
oil.  We  then  modeled  the  results  and 
found  a  range  of  impacts  in  the  order 
of  1.1  to  1.5  million  additional  unem¬ 
ployed  and  a  2  to  3.6  percent  decline  of 
1977  GNP,  or  $40  to  $65  billion  (1977 
dollars). 

(3)  Sectoral  Impacts.  We  find  that  a 
4  mm  b/d  reduction  in  crude  oil  im¬ 
ports  will  impact  heavily  first  on  the 
refining  industry,  most  certainly  lead¬ 
ing  to  some  refinery  closings.  In  turn, 
this  impact  will  increase  the  shortage 
in  terms  of  refined  products  somewhat 
above  4  mm  b/d,  possibly  as  high  as  6 
mm  b/d  (some  of  which  may  be  offset 
by  an  increase  of  product  imports). 
The  next  impact  will  be  on  the  petro¬ 
chemical  industry,  probably  in  the 
order  of  a  $800  million  reduction  in 
shipment,  with  a  decrease  in  employ¬ 
ment  of  80.000. 


Other  sectors  will  be  impacted  by  de¬ 
creases  in  demand  as  during  the  1973/ 
74  embargo,  but  on  a  larger  scale. 

(4)  Oiwrall  Judgment.  In  our  judg¬ 
ment,  present  levels  of  oil  imports  do 
threaten  to  impair  the  national  secu¬ 
rity.  Our  postulated  4  mm  b/d  reduc¬ 
tion  is  approximately  50  percent  -of 
what  our  oil  imports  are  expected  to 
be  in  the  early  1980's— 4  mm  b/d 
would  be  equivalent  to  about  20  per¬ 
cent  of  domestic  consumption.  Im¬ 
pacts  in  the  order  or  $40  to  $65  billion 
decline  in  GNP,  with  very  adverse  im¬ 
pacts  on  key  industries  (petroleum  re¬ 
fining,  petrochemical  and  automotive), 
pose  such  a  threat.  Of  course,  given  a 
predicted  foreign  dependency  in  the 
40-50  percent  range,  a  total  cutoff  of 
foreign  supply  would  lead  to  adverse 
impacts  well  beyond  those  identified 
above.  Still,  in  our  judgment,  a  20  per¬ 
cent  reduction  is  more  plausible,  and. 
as  demonstrated  it  would  suffice  to 
harm  the  economy. 

We  appreciate  the  opportunity  to 
work  with  you  on  this  investigation. 
Following  the  investigation,  as  you 
work  toward  policy  and  procedural  al¬ 
ternatives,  we  hope  we  may  continue 
to  work  closely  with  you. 

Sincerely. 

Jkrry  J.  Jasinowski, 
Assistant  Secretary  For  Policy. 
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